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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Health  Care  Financing  Administration 

42  CFR  Parts  400, 401, 402, 403, 404, 
433 

Medicare  and  Medicaid  Programs; 
Annual  Hospital  Report 

agency:  Health  Care  Financing 
Administration  (HCFA),  HEW. 

action:  Proposed  rule. 

summary:  This  proposal  would 
implement  certain  provisions  of  section 
19  of  the  Medicare-Medicaid  Anti-Fraud 
and  Abuse  Amendments  (Pub.  L  95-142) 
by  establishing  a  uniform  method  for 
hospitals  participating  in  the  Medicare 
or  Medicaid  programs  to  report  the  cost 
and  volume  of  services.  The  intent  is  to 
obtain  comparable  data  on  all 
participating  hospitals  for  purposes  of 
reimbursement,  effective  cost  and  policy 
analysis,  assessment  of  alternative 
reimbursement  mechanisms  and  health 
planning. 

This  is  the  second  issuance  of  a  notice 
of  proposed  rulemaking  to  implement 
these  requirements.  Originally  we 
published  an  NPRM  on  January  23, 1979 
entitled  "System  for  Hospital  Uniform 
Reporting  (SHUR)".  We  are  reissuing  a 
proposed  lule  because  we  have 
substantially  revised  the  reporting 
requirements  based  on  the  large  number 
of  comments  received  in  response  to  the 
original  proposal,  the  information  we 
obtained  from  a  cost  impact  study,  and 
the  results  of  a  Regulatory  Analysis 
conducted  in  accordance  with  Executive 
Order  12044  "Improving  Government 
Regulations."  The  changes  we  have 
made  significantly  reduce  the  cost  and 
burden  of  the  original  proposal. 

Additionally,  we  have  relocated  the 
reporting  filing  reqiurement  from 
Subpart  J  (dealing  with  conditions  of 
participation)  to  Subpart  F  (dealing  with 
provider  agreements). 

This  proposal  would  establish  an 
Annual  Hospital  Report.  The  Aimual 
Hospital  Report  incorporates  into  a 
single  report  the  Medicare  cost  report, 
the  Public  Health  Service’s  Hospital 
Facilities  Minimum  Data  Set,  and  new 
uniform  reporting  requirements  needed 
to  implement  the  law.  The  regulation 
would  establish  the  basic  reporting 
requirements  and  the  provisions  for 
public  disclosure  of  the  Annual  Hospital 
Report  information.  The  regulation  does 
not  set  forth  the  details  of  the  Annual 
Hospital  Report  which  are  contained  in 
a  manual  of  instructions. 


DATES:  Closing  date  for  receipt  of 
comments:  May  28, 1980.  A  70  day 
comment  period  allows  sufficient  time 
for  commenters  to  request  and  receive  a 
copy  of  the  Annual  Hospital  Report 
forms  and  instructions. 
addresses:  Address  comments  in 
writing  to: 

Administrator,  Health  Care  Financing 
Administration,  Department  of  He^th, 
Education,  cuid  Welfare,  P.O.  Box  17073, 
Baltimore,  Maryland  21235. 

If  you  prefer,  you  may  deliver  your 
comments  to: 

Room  5220,  Switzer  Building,  330  C  Street, 
SW.,  Washington,  D.C.,  or 
Room  789  East  High  Rise  Building,  6401 
Security  Boulevard,  Baltimore,  Maryland 
21235. 

Please  refer  to  File  Code  RDS-l-P. 
Agencies  and  organizations  are 
requested  to  submit  comments  in 
duplicate. 

Comments  will  be  available  for  public 
inspection  in  Room  5220  of  the 
Department’s  offices  at  330  C  Street, 
SW.,  Washington,  D.C.  20201  on 
Monday  through  Friday  of  each  week 
from  8:30  to  5:00  p.m.  (202-245-0365). 

The  manual  of  instructions  which 
contains  details  of  the  Annual  Hospital 
Report  is  available  from: 

Chief.  Printing  and  Publications  Branch, 
Division  of  Administrative  Services, 
Health  Care  Financing  Administration, 
1710  Gwynn  Oak  Building,  Baltimore, 
Maryland  21235,  301-594-5514. 

FOR  FURTHER  INFORMATION  CONTACT: 
William  Damrosch,  301-597-1467. 
SUPPLEMENTARY  INFORMATION: 

Statutory  Basis 

Section  19  of  Pub.  L  95-142  (section 
1121  of  the  Social  Security  Act;  42  U.S.C. 
1320a)  requires  the  Department  of 
Health,  Education,  and  Welfare  to 
establish  uniform  methods  which  health 
care  facilities  and  organizations 
participating  in  Medicare  and  Medicaid 
must  use  to  report  the  costs  and  volume 
of  services.  Hospitals,  skilled  nursing 
and  intermediate  care  facilities,  home 
health  agencies,  health  maintenance 
organizations,  and  other  types  of  health 
services  facilities  and  organizations  are 
required  by  the  law  to  use  uniform 
reporting  systems  that  provide  detailed 
information  on  (1)  cost  and  volume  of 
services;  (2)  rates;  (3)  capital  assets;  (4) 
discharge  data;  and  (5)  billing  data. 
Section  19  requires  die  Department  to: 

(1)  Monitor  uniform  reporting  systems: 

(2)  assist  with  and  support 
demonstrations  and  evaluations  of  the 
systems;  (3)  encourage  States  to  adopt 
imiform  systems  for  purposes  other  than 
Medicaid;  (4)  periodically  revise  the 


systems  to  make  them  more  effective 
and  less  cosdy;  and  (5)  provide 
information  obtained  from  the  reports  to 
appropriate  agencies  and  organizations, 
including  health  planners. 

The  law  also  requires  the  Department, 
in  the  development  of  the  reporting 
systems,  to: 

1.  Consider  appropriate  variations  in 
applying  the  uniform  systems  to 
different  classes  of  facilities:  and 

2.  Make  the  systems,  to  the  extent 
possible,  consistent  with  the  cooperative 
systems  used  to  produce  comparable 
and  uniform  health  information  and 
statistics  as  described  under  section 
306(e)(1)  of  the  Public  Health  Service 
Act. 

General  Background 

The  reporting  requirements  covered 
by  this  proposed  nde  apply  only  to 
hospital-health  services  complexes. 
Moreover,  the  requirements  cover  only 
data  on  costs  and  volume  of  services, 
rates  and  capital  assets.  The  remainder 
of  the  reporting  requirements  mandated 
by  section  19  that  pertain  to  hospital 
discharge  and  billing  data  and  to  costs 
and  volume  of  services  for  other 
institutional  providers  will  be  covered 
by  subsequent  Notices  of  Proposed 
Rulemaking. 

Purpose 

HCFA  paid  more  than  $25  billion  to 
7,000  hospitals  participating  in  the 
Medicare  and  Medicaid  programs  in 
1978.  Hospital  costs  rose  12.5  percent 
per  year  in  1978  and  are  continuing  to 
rise  at  a.rapid  rate.  Our  ability  to 
manage  these  publicly  funded  health 
care  programs  has  been  impeded  by  the 
current  cost  reporting  methods  which 
make  it  difficult  to  judge  the  efficiency 
of  hospitals  and  to  compare  accurately 
the  costs  of  services  furnished  within  a 
hospital  or  among  hospitals. 

In  general,  the  purpose  for  developing 
uniform  methods  of  reporting  is  to 
obtain  comparable  information  on  the 
costs  and  utilization  of  health  care 
services  delivered  by  all  hospitals 
participating  in  the  Medicare  and 
Medicaid  programs. 

Uniform  data  will  enable  us  to  ensure 
that  hospitals  are  reimbursed  imder  the 
Medicare  and  Medicaid  programs  for 
what  they  are  entitled  to— no  more  and 
no  less.  Uniform  data  will  also  provide 
the  data  base  needed  by  HCFA  and  the 
Department  to:  (1)  Develop  a  more 
rational  and  equitable  reimbursement 
system;  (2)  conduct  year-to-year  and 
interinstitutional  comparisons  of  cost 
and  utilization  data  to  identify  trends  in 
the  cost  and  use  of  health  care  services, 
and  to  conduct  policy  analyses;  (3) 
develop  new  approaches  to  cost 
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containment;  and  (4)  improve  the 
capacity  to  detect  fraud,  abuse  and 
waste  in  the  Medicare  and  Medicaid 
programs.  The  data  also  will  be  used  by 
local.  State  and  Federal  agencies  such 
as  the  Public  Health  Service  to 
formulate  health  planning  goals  and 
decisions.  The  information  will  be 
helpful  to  hospitals  that  wish  to 
compare  the  costs  of  delivering  services 
for  their  own  planning  and  management 
purposes. 

Under  the  current  reimbursement 
system,  hospitals  usually  report  their 
revenue  and  expenses  according  to  the 
organizational  units  that  produce  the 
revenue  and  incur  the  expense  (i.e.,  a 
"responsibility”  reporting  system).  Each 
hospital  is  organized  differently; 
therefore  the  costs  are  organized 
differently.  Since  each  hospital  has 
some  flexibility  in  determining  what 
costs  form  a  particular  cost  center  (a  set 
of  activities  or  functions  for  which  costs 
are  reported],  cost  centers  cannot  be 
accurately  compared.  Further,  there  are 
no  imiform  definitions  of  what  costs  can 
be  included  in  a  particular  cost  center. 
There  is  no  adequate  way  to  determine 
the  cost  per  unit  of  services  in  a  hospital 
or  to  compare  the  cost  per  imit  of 
service  across  hospitals  because  the 
cost  centers  may  include  data  which  are 
not  comparable.  Finally,  we  cannot 
adequately  measure  productivity 
because  there  are  no  standard  units  of 
measure  (e.g.,  the  proposed  imit  of 
measure  for  end  stage  renal  disease 
services  is  the  number  of  treatments). 

To  ensure  equitable  reimbursement  to 
hospitals  and  to  establish  a  data  base 
for  future  reimbursement  policy 
changes,  we  need  a  reporting  system 
with  the  following  features:  First,  it  must 
produce  data  organized  on  the  basis  of  a 
standard  set  of  functions  (i.e.,  a 
“functional”  reporting  system).  This 
means  that  hospitals  would  report  their 
revenue  and  expense  by  a  uniformly 
defined  set  of  activities  which  generated 
the  revenue  or  incurred  the  expense 
rather  than  by  organizational  units 
imique  to  a  particular  hospital.  Second, 
there  must  be  a  standard  definition  for 
the  types  of  costs  that  can  be  included 
in  a  particular  cost  center  so  that  costs 
can  be  reported  and  reimbursed 
uniformly.  Third,  there  must  be  a 
standard  unit  of  measure  for  all  revenue 
producing  centers  which  is  related  to  the 
services  provided  so  that  a  cost  or 
charge  per  unit  of  service  can  be 
determined  that  is  comparable  across 
hospitals.  A  system  wiA  these  features 
would  ensure  that  the  data  reported  is 
comparable  across  hospitals  furnishing 


similar  services^— a  necessary  basis  for 
the  development  of  rational  and 
equitable  reimbursement  policy. 

Early  Development  of  Uniform 
Reporting  Systems 

Department  efforts  to  design  a  system 
that  would  accomplish  objectives  began 
in  1974  when  Congress  passed  Pub.  L 
93-641,  the  National  Health  Planning 
and  Resources  Development  Act  This 
Act  set  as  a  national  priority,  the 
development  of  uniform  cost  accounting 
simplified  reimbursement  and 
utilization  reporting  systems. 

Since  the  1974  legislation  the 
Department  has  worked  with  five  States 
which  have  developed  uniform  systems 
(Arizona,  California,  New  York,  Oregon 
and  Washington).  The  proposed  new 
system  is  based  on  experience  gained  in 
the  States  operating  uniform  reporting 
systems. 

Section  19  of  Pub.  L  95-142  enacted  in 
1977,  mandated  only  a  system  of 
uniform  reporting  while  making  no 
specific  requirement  for  uniform 
accounting. 

We  orginally  published  a  Notice  of 
Proposed  Rulemaking  (NPRM)  on 
January  23. 1979  (44  FR  4741]  to 
implement  Section  19  of  Pub.  L  95-142. 
In  that  NPRM  we  particularly  invited 
specific  conunents  on  ways  to  reduce 
the  costs  and  reporting  burden  of  the 
new  system.  We  have  substantially 
revised  the  reporing  requirement  as  a 
result  of  comments  we  received  in 
response  to  the  NPRM;  the  information 
we  obtained  from  a  cost  impact  study; 
and  a  regulatory  analysis  we  conducted 
in  accordance  with  Executive  Order 
12044  “Improving  Government 
Regulations.”  That  analysis  is  published 
as  an  appendix  to  this  Notice  and  also  is 
available  on  request. 

The  revisions  significantly  reduce  cost 
and  reporting  burden.  We  have  reduced 
the  reporting  burden  by  20  percent  from 
the  orginal  proposal  and  the  number  of 
forms  and  pages  of  manual  material  by 
45  percent.  We  have  also  reduced  the 
estimated  annual  operating  costs  by  34 
percent. 

Cost  and  Draft  Regulatory  Analysis 

In  assessing  the  need  for  changes  to 
the  initial  proposal  published  on  January 
23, 1979,  HCFA  used  the  results  of  the 
cost  study  carried  out  under  contract 
with  Morris,  Davis  and  Company  and  a 
formal  regulatory  analysis  conducted  in 
accordance  with  Executive  Order  12044, 
“Improving  Government  Regulations.” 

In  analyzing  the  effect  of  this 
proposed  regulation  on  hospitals,  we 
assessed  the  cost  and  burden  of  seven 
alternatives  out  of  the  hundreds  of 


variations  that  could  be  devised.  The 
alternatives  range  fivm  total  conversion 
of  a  hospital’s  day-to-day  accounting 
system  to  retention  of  the  current 
Medicare  reporting  system.  Although  the 
former  cannot  be  required  by  HCFA  and 
the  latter  is  contrary  to  the  mandate  in 
Pub.  L  95-142,  we  included  them  since 
they  represent  both  ends  of  the 
spectrum  and  thus  indicate  the  entire 
range  of  marginal  cost/burden  of 
implementing  uniform  reporting  fi^m 
to  $208  million  for  the  first  year. 

Under  the  alternative  we  selected,  the 
total  start  up  costs  for  all  hospitals 
would  be  $19  million  and  the  annual 
operating  costs  $37  million,  a  total  of  $56 
million  in  the  first  year.  This  total  cost 
would  be  only  .2  percent  of  the  $25 
billion  we  paid  to  hospitals  in  1978  and 
only  0.079  percent  of  &e  $70.9  billion 
hospitals  received  from  all  sources  in 
1978.  For  the  average  hospital  which 
billed  Medicare  and  Medicaid  $3,589,000 
in  1978,  this  proposal  would  add  only 
$5,300  yearly  to  its  operating  costs.  Of 
that  amount.  Medicare  and  Medicaid 
would  pay  at  least  one  third  as  their 
share  of  administrative  overhead  (The 
hospital’s  share  would  be  $3,530). 

The  cost  figures  for  the  alternatives 
were  extrapolated  from  a  study  which 
was  conducted  for  HCFA  by  Morris, 
Davis  and  Company  to  provide  a  basis 
on  which  to  estimate  the  nationwide 
implementation  and  operational  costs 
and  burden  of  the  program.  A  random 
sample  of  fifty  hospitals  across  the 
United  States  were  used  in  the  study. 

The  cost  figures  are  based  upon  the 
premise  that  21  percent  of  the  hospitals 
in  the  nation  already  report  cost  and 
revenue  data  on  a  uniform  basis  similar 
to  the  proposed  requirements  and  would 
inctu'  little  or  no  additional  cost  in 
converting  to  the  Annual  Hospital 
Report 

The  American  Hospital  Association 
and  the  Hospital  Financial  Management 
Association  assisted  us  in  developing 
the  methodology  for  the  study.  They  also 
reviewed  the  sample  of  hospitals  before 
the  study  began. 

In  determining  which  of  the  seven 
options  considered  would  be  the  most 
cost-beneficial  alternative,  we 
incorporated  public  comments  and  the 
results  of  the  Morris,  Davis  and 
Company  study.  We  believe  the 
alternative  selected  will  ease  the 
reporting  burden  of  the  original  proposal 
while  still  maintaining  the  quality  of 
data  and,  in  our  judgment,  it  is  the  most 
cost-effective  alternative.  This 
alternative  provides  quality  data  while 
greatly  reducing  reporting  burden  from 
SHURby: 
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Retaining  the  requirement  in  SHUR  to 
report  hospital  data  using  functional 
activity  definitions; 

Eliminating  8  of  the  12  uniform 
reporting  forms  in  the  original 
proposal.  This  action  alone  reduces 
reporting  burden  by  10  percent 
Increasing  the  dollar  level  that  must 
be  reached  in  a  cost  center  before  the 
costs  must  be  broken  out  and  reported 
in  separate  centers.  The  level  has 
been  raised  to  the  greater  of  $5,000  or 
5  percent  of  the  cost  center.  This  is  a 
five-fold  increase  over  the  level 
previously  proposed; 

Reducing  the  number  of  standard 
units  of  measure  that  must  be 
reported; 

Allowing  standard  units  of  measure  to 
be  reported  based  upon  statistical 
sampling; 

Limiting  the  number  of  instances 
where  direct  recording  of  overhead 


costs  is  required  to  reduce  the  need 
for  keeping  detailed  records;  and 

•  Making  several  other  technical 
changes  to  reduce  the  difficulty  of 
reporting. 

These  changes  reduce  the  burden  of 
reporting  proposed  in  SHUR  by  20 
percent  and  the  pages  of  forms  and 
manual  material  by  45  percent.  Only  4 
new  forms  would  now  be  required  to 
implement  the  uniform  reporting 
requirements.  A  summary  of  the 
reduction  in  pages  of  forms  and  manual 
material  follows.  The  estimated  cost  for 
start-up  and  operation  in  the  first  year 
has  been  reduced  fi'om  $70  million  to  $56 
million,  a  decrease  of  20  percent.  The 
annual  operating  cost  for  each  year 
thereafter  has  been  reduced  firom  $56 
million  to  $37  million,  a  decrease  of  34 
percent.  A  summary  of  the  alternatives 
and  their  costs  follows. 


Repoftifig  Burden  ftoduction 
Manual  Pagaa 

SHUR; 

Medicare  coat  report _ 

PHS/hospttal  facilities  rnininium  dta  set _ .... 

UrMorm  report . . . . 


Total . . . . 

Annual  hospital  report 

Medicare  cost  report . . 

PHS/hospItal  fadiities  minirnurn  data  i 

Uniform  reporting . . . 

Appendix . . . . . 


Totai. 


forma 

SHUR; 

Medicare  totally  (or  greater  than  SO  percent) «. 
PHS/hospital  facilities  minimum  data  set.-......„ 

Uniform  reporting . . . . . 

Total . . . . . 

Annual  hospital  report 

Medicare— totally  (or  greater  than  SO  percetiQ . 
PHS/hospital  facilities  minimum  data  sat.».._.- 
Uniform  reporting . . . . 


ISO 

10 

410 


122 

S 

138 

40 

305 


Total. 


Cost  of  ImpleroentsMon  AHematlvee 


[In  mMons  of  dolarsl 


Total 

startup  cost 

Total 

annual  cost 

Total  first 
year  cost 

Percent  acute 
inpatient 
experiditures  (all 
hospital  costs) 

Description  of  altemativee 

$76 

57 

$132 

45 

$200 

0.293 

UnHorm  accounting  (not  required  by  law). 

102 

19 

87 

106 

0.149 

Only  require  year  end  redassification  of  costs  from 
hospital’s  responsibility  accounting  system  to 
functional  reporting. 

0 

36 

30 

19 

51 

70 

■  0.099 

Reclassification  and  allow  sampling  of  SUM’S  rather 
than  100%  data  collection  effort 

0 

6 

6 

19 

43 

62 

0.087 

Reclassification,  sampling  of  SUM’S  and  limiting  re¬ 
quirements  for  most  direct  costing. 

0 

4 

4 

19 

39 

58 

0.082 

Reclassification,  Sampling  of  SUM’S  limited  direct 
costing  and  rerfixxng  the  number  of  SUM’S  to  be 
reported. 

0 

2 

2 

19 

37 

56 

0.079 

Reclassification,  sampling  of  SUM’S,  limited  cfirect 
costing,  limited  reporting  of  SUM’S  and  other  mis- 
ceilaneous  changes. 

Less  savings  from  maintaining  current  reporting  system . 

19 

37 

56 

Alternative  Q . . . 

0-60 

0-80 

0-60 

•0.000-0.084 

Continue  only  current  medicare  reporting  require¬ 
ments  (does  not  meet  Pub.  L.  95-142  minimum 
requirements). 

'This  figure  co(4d  range  up  to  $60  million  if  H(^A  did  not  implement  the  Annual  Hospital  Report  since  States  vrould  implement  uniform  reporting  on  their  own  initialive.  Several  States  have 
already  impiemented  such  systems  while  others  have  indicated  interest.  Hospital  chains  doing  business  in  several  States  will  be  particularly  hard  hit  in  coping  with  multiple  reporting  systems. 


Public  Comment 

During  the  course  of  the  90-day 
comment  period  on  the  originally 
proposed  rule,  more  than  10,000  copies 
of  the  proposed  manual  were  distributed 
to  interested  organizations  and 
individuals.  We  received  2,237 
comments  firom  1,500  hospitals;  98 


hospitals  and  professional  associations; 
accounting  and  consulting  firms,  and 
individual  members  of  Congress,  State 
and  local  health  planning  agencies,  rate 
setting  agencies,  insurance  companies, 
professional  groups  and  consumers. 

The  commenters  expressed  the 
following  major  concerns:  (1)  The 


proposal  continues  the  trend  toward 
increasing  regulation  of  the  health  care 
industry  (2)  the  proposal  should  not  tie 
uniform  reporting  requirements  to 
Medicare  and  Medicaid  reimbusement; 
(3)  the  proposal  imposed  additional 
costs  and  burdens  on  providers  and  the 
government;  (4)  the  proposal  changes 
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reimbursement  policies;  and  (5)  the 
proposal  effectively  requires  u^orm 
accounting. 

Although  HCFA  specifically  requested 
suggestions  on  how  to  reduce  the  burden 
and  costs  of  the  proposal  in  a  manner 
consistent  with  the  legislative  mandate 
and  the  needs  of  the  Department,  few 
conunents  addressed  that  issue.  The 
majority  of  the  comments  were  general 
in  natiu%.  Those  individuals  or 
organizations  that  did  comment  on 
in^vidual  sections  of  the  manual  did  so 
in  great  detail. 

Discussion  of  Major  Comments 

The  main  issues  raised  in  the 
comments  and  our  responses  are 
discussed  below: 

General  Issues 

A.  Continues  Trends  to  Increasing 
Regulation  of  Health  Care  Industry 

1.  Comment  Increased  regulation  of 
the  hospital  industry  is  unnecessary  and 
inconsistent  with  the  current  trend 
toward  deregulation  of  other  industries. 

Response.  Market  forces  that  exist  in 
other  sectors  to  induce  increased 
productivity  and  efficiency  are  largely 
absent  in  the  health  care  industry.  There 
is  lack  of  competitive  pressure  and 
incentives  for  controlling  health  care 
costs.  Pressures  are  frequently  exerted 
for  more  services  and  increased 
technology  and  these  objectives  are  not 
always  compatible  with  cost 
containment 

The  federal  government  spends  more 
than  $47  billion  annually  for  health  care. 
Our  responsibilities  to  the  public  require 
that  we  design  and  implement  systems 
which  will  permit  us  to  accoimt  to  the 
public  for  these  expenditures  and  at  the 
same  time  address  concerns  regarding 
availability  and  accessibility  of  health 
services.  Many  attribute  the  causes  of 
health  care  cost  inflation  to  inherent 
structural  defects  in  the  financing  and 
delivery  of  health  services.  We  believe 
that  the  uniform  cost  data  provided  will 
prove  extremely  valuable  in  eliminating 
these  defects. 

2.  Comment  The  system  was 
developed  without  identifying  user 
needs  or  the  purpose  for  the  formation. 

Response.  The  purpose  of  the  data  as 
specified  in  the  legislation,  reports  of  the 
Senate  Finance  and  Hiunan  Resources 
Committees  and  House  Commerce  and 
Ways  and  Means  Committees,  and  the 
preamble  of  both  NPRMs  are  to  obtain 
comparable  cost  and  related  data  from 
all  p^cipating  hospitals,  and  to  use 
these  data  to: 

a.  Provide  a  more  rational  and 
equitable  reimbursement  system  for 
Medicare  and  Medicaid. 


The  sytem  identifies  hospital  costs  for 
providing  services  by  concisely  defining 
areas  in  which  costs  must  be  reported 
(cost  centers)  and  the  units  related  to 
the  services  provided  by  which  these 
costs  can  be  compared  (Standard  Units 
of  Measure).  The  Annual  Hosptial 
Report  will  make  accurate  comparisons 
possible  and  thereby  facilitate  changes 
in  reimbusement  methodology. 

b.  Improve  the  capability  to  detect 
fraud,  abuse  and  waste.  Comparable 
cost  data  by  functional  category  is 
important  in  identifying  instances  of 
fraud,  abuse,  and  waste. 

c.  Ifrovide  year-to-year  and  inter- 
institutional  comparisons  and 
monitoring  of  hospital  expenditures, 
productivity  and  utilization  of  services. 

The  comparisions  will  highlight 
hospitals  whose  costs,  productivity  or 
utilization  of  services  are 
disproportionate  to  the  services 
rendered. 

d.  Support  cost  containment  objective. 

The  annual  Hospital  Report  will 

provide  an  indispensible  tool  in 
establishing  rational  limits  on  hospital 
cost  and  in  providing  equitable 
reimbursement  to  hospitals  regardless  of 
the  reimbursement  methodology 
employed. 

e.  Reduce  other  data  collection  on 
hospitals. 

llie  Annual  Hospital  Report 
incorporates  the  items  of  the  Public 
Health  Services’  Hospital  Facilities 
Minimum  Data  Set  Tlie  Annual  Hospital 
Report  alleviates  the  need  for  many  of 
the  (nurrent  hospital  siuveys. 

f.  Assist  private,  local,  State  and 
Federal  agencies  and  health  planners  to 
cany  out  their  respective  program 
objectives. 

(1)  State  agencies  will  be  able  to 
measure  health  status  of  the  population, 
recognize  patterns  of  utilization  and 
evaluate  effectiveness  of  programs; 

(2)  Health  planner  will  be  able  to 
gather  inventory  of  health  services, 
identify  cost  efficiencies,  and  evaluate 
financial  feasibility  of  projects; 

(3)  Lending  institutions  and  investors 
will  be  able  to  determine  the  financial 
viability  of  projects  for  debt  financing; 

g.  Support  policy  decisions  and 
reimbursement  reform  for  the  Federal 
programs. 

h.  Assist  State  regulators  in  carrying 
out  program  objectives,  including: 

(1)  Providing  the  necessary  data  for 
policy  and  reimbursement  decisions  at 
the  State  level. 

(2)  Reducing  data  collection, 
processing  and  auditing  costs  at  the 
State  level. 

(3)  Obviating  the  need  for 
development  of  similar  systems  by  each 
State. 


i.  Provide  hospitals  with  comparative 
information  to  facilitate  more  productive 
use  of  resources. 

(1)  Hospital  administrators  will  be 
able  to  compare  the  performance  of 
their  own  institutions  against  that  of 
similar  institutions  in  the  State  and 
nation.  This  information  could  result  in 
improved  management  awareness  and 
resulting  cost  savings. 

(2)  Hospital  management  will  be  able 
to  better  evaluate  the  competitive 
position  of  the  Institution,  to  measure 
departmental  productivity  and  to 
develop  charge  schedules. 

B.  Links  Reporting  and  Reimbursement 

1.  Comment  Uniform  reporting  should 
not  be  linked  with  Medicare  and 
Medicaid  reimbinsement 

Response.  The  hospital  industry 
would  like  uniform  reporting  to  be 
separated  from  reimbursement  HCFA 
would  collect  uniform,  comparable,  cost 
data  on  one  report  but  reimburse 
hospitals  on  the  basis  of  non¬ 
comparable  cost  data  from  another 
report 

HCFA  opposes  this  on  four  grounds. 
First  we  must  use  the  most  reUable  data 
available  to  monitor  the  more  than  $25 
billion  dollars  of  taxpayer’s  funds  we 
pay  hospitals  each  year.  To  collect  but 
not  use,  comparable,  more  reliable  cost 
data  to  manage  our  reimbursement 
responsibilities  is  indefensible.  Second, 
we  need  to  link  reimbursement  with 
uniform  reporting  to  ensure  that 
hospitals  are  reimbursed  equitably. 
Third,  the  industry’s  proposal  woi^d 
require  two  separate  reports.  In  order 
for  each  to  be  useable,  it  would  be 
necessary  for  hospitals  to  report  data 
twice,  substantially  increasing  the 
reporting  burden.  Fourth,  Congress 
clearly  did  not  intend  for  uniform 
reporting  and  reimbursement  to  be 
separate,  since  Section  19  of  Pub.  L  95- 
142  amended  Section  1861(v)(l),  the 
definition  of  reasonable  cost  imder 
Medicare.  Since  hospitals  generally  are 
to  be  reimbursed  their  reasonable  cost 
under  Medicare,  the  inclusion  of  the 
uniform  reporting  requirement  in  this 
section  is  evidence  of  Congressional 
intent  to  link  uniform  reporting  and 
reimbursement 

When  the  Medicare  program  began, 
the  limited  accoimting  capabilities  of 
hospitals  required  flexibility  in  reporting 
cost  data.  However,  hospital  accounting 
has  now  become  extremely 
sophisticated,  a  fact  borne  out  by  the 
variety  of  ways  hospitals  have  been 
able  to  use  accounting  practices  to 
maximize  reimbvu'sement  quite 
legitimately  under  the  current  system. 

As  the  largest  purchaser  of  hospital 
services  in  this  country,  we  must 
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upgrade  our  systems  to  coincide  with 
changes  in  the  state  of  the  art. 

2.  Comment.  A  significant  number  of 
letters  (647)  indicated  that  detection  of 
fraud  and  abuse  is  the  primary  purpose 
of  section  19  and  questioned  whether 
the  system  will  si^iificantly  contribute 
to  minimizing  fraud  and  abuse. 

Response.  Although  section  19  of  the 
law  does  not  specifrcally  mention  fraud 
and  abuse  control  as  one  of  its  purposes, 
the  Senate  Finance  Committee  Report 
(no.  95-453]  does  identify  fraud  and 
abuse  control  as  only  one  of  severed 
reasons  for  correcting  the  deficiencies  in 
the  present  Medicare  and  Medicaid  cost 
reports. 

Our  ability  to  identify  potential  fraud 
and  abuse  be  enhanced  by  adopting 
standardized,  and  therefore  comparable, 
cost  data  by  functional  categories.  A 
major  accounting  firm,  in  its  analysis  of 
the  proposed  system,  indicated  that 
HEW  would  be  able  to  compare  unit 
costs  among  peer  group  institutions  in 
total  and  by  function  in  an  effort  to 
detect  kickbacks,  bribes,  and  other 
examples  of  excess  costs.  An  official  of 
the  New  Yoric  State  Medicaid  Fraud 
Control  Unit  stated  in  his  comment  that 
the  proposed  system  "coupled  with  the 
fraud  auditing  techniques  under 
development  (by  his  office]  should 
enhance  the  capability  of  enforcement 
agencies  to  flag  potential  instances  of 
fraud.” 

C.  Imposes  Additional  Costs  and  Burden 
on  Providers  and  Government 

1.  Comments.  Many  commenters 
questioned  the  benefit/cost  ratio  of  the 
system,  and  pointed  out  the  burden  and 
costs  hospitals,  HEW  and  other  data 
users  would  incur  with  the  start-up,  on¬ 
going  maintenance  processing  and 
analysis  of  SHUR. 

O^ers  conunented  that  HCFA  should 
conduct  a  “Regulaory  Analysis”  in 
accordance  with  Executive  Order  12044. 
Several  indicated  that  the  additional 
cost  of  the  system  should  be  borne 
entirely  by  Medicare  and  Medicaid 
since  it  is  being  required  by  HCFA. 

Response.  We  have  been  particularly 
sensitive  to  the  costs  and  burden  of 
implementing  the  proposed 
requirements,  and  have  conducted  a 
re^atory  analysis  described  in  the 
appendix.  We  used  the  results  of  this 
analysis  to  substantially  revise  the 
requirements  to  reduce  cost  and  burden. 
We  believe  the  cost  of  the  system 
proposed  in  this  NPRM  is  reasonable  in 
comparison  to  the  benefits  to  be 
obtained. 

With  respect  to  HCFA  bearing  the  full 
cost  of  implemnting  the  system,  we 
believe  that  the  data  obtained  from  the 
report  will  serve  a  broad  range  of  users 


and  purposes,  including  hospital  internal 
management  The  general  public  will 
benefit  directly  from  any  cost-saving 
initiatives  that  will  result  Therefore, 
this  is  an  administrative  cost  and  should 
be  shared  by  all  payers. 

2.  Comment  Several  commenters 
questioned  whether  HCFA  can  process 
and  use  the  data  base  that  will  be 
accumulated  from  uniform  reports,  and 
whether  the  data  can  be  condensed  into 
reliable,  timely  information  of  value  to 
those  for  whom  it  is  intended. 

Response.  The  use  of  a  uniform  cost 
report  will  be  itself  enhance  the 
usefulness  of  data  because  it  will  permit 
meaningful  aggregations  and 
comparisons  of  cost  data.  Further,  we 
plan  to  process  the  cost  data  with  an 
automated  system  and  will  encourage 
hospitals  to  submit  reports 'to  the  fiscal 
intermediaries  on  magnetic  tape.  HCFA' 
is  developing  the  necessary  technical 
capability  to  enable  fiscal 
intermediaries  to  enter  and  edit  the 
data.  Since  the  earliest  data  at  which 
the  reports  could  be  furnished  is  1982 
there  is  ample  time  for  this  development. 
The  processing  system  is  being  designed 
to  generate  user  reports.  This  process 
will  provide  the  necessary  capability  to 
produce  reliable  and  timely  data  and 
reports  to  meet  the  needs  of  users  at  the 
local.  State  and  Federal  levels. 

3.  Comment  The  proposed  system 
should  not  be  implemented  at  its  present 
level  of  detail.  Perhaps  HCFA  should 
require  only  aggregate-level  reporting.  A 
major  accounting  firm  has  suggested 
that  HCFA  implement  a  national 
uniform  reporting  system  at  the  highest 
level  of  aggregated  data:  i.e.,  sununary 
totals  such  as  total  salaries  and  wages, 
total  supplies  and  expenses,  and  total 
revenue.  Others  suggested  consolidation 
of  cost  centers,  reduction  of  the  niunber 
of  natural  expense  classifications, 
elimination  of  the  requirement  to  report 
revenue  by  functional  center,  and 
deletion  of  standard  units  of  measure  for 
the  nonrevenue-producing  (overhead] 
cost  centers. 

Response.  Section  19  of  Pub.  L  95-142 
requires  reporting  of  “(1]  the  aggregate 
cost  of  opeation  and  the  aggregate 
volmne  of  services”  and  ”(2]  the  costs 
and  volume  of  services  for  various 
functional  accounts  and  subaccounts’* 
(Emphasis  added].  In  addition,  the 
Senate  Finance  Committee  Report  states 
"For  example,  all  hospitals  should  be 
required  to  report  X-ray  costs  on  the 
basis  of  costs  per  patient  exposure  to 
diagnostic  X-ray.”  This  demonstrates 
Congressional  concern  for  specific  as 
well  as  aggregate  reporting.  It  is  . 
therefore  clear  that  both  the  legislation 
and  committee  report  require  both. 


More  importantly,  to  report  only 
summary  details  makes  no  improvement 
over  the  current  situation.  The  AHA 
already  publishes  aggregate  data  which 
does  not  achieve  the  purposes  of 
uniform  reporting.  We  have,  however, 
made  a  number  of  changes  to  reduce 
detail  in  other  suggested  areas.  These 
changes  are  discussed  later  in  this 
document 

4.  Comment  The  reporting 
requirements  duplicate  or  overlap  other 
HEW  reportiM  requirements. 

Response.  Ine  Annual  Hospital 
Report  consolidates  reporting 
requirements  for  HCFA,  and  to  the 
extent  possible,  for  HEW.  The 
integration  of  uniform  reporting  with 
Medicare  and  Medicaid  reimbursement 
and  the  Hospital  Facilities  Minimum 
Data  Set  would  eliminate  collection  of 
information  through  several  separate 
reports. 

By  including  the  Hospital  Facilities 
Minimum  Data  Set  in  the  Annual 
Hospital  Report,  the  health  planning 
agencies  will  be  provided  information 
recommended  in  the  National 
Guidelines  for  Health  Planning. 

Many  States  have  already  developed 
uniform  reporting  systems  for  their  rate 
setting  and  cost  control  initiatives  that 
are  compatible  with  and  go  beyond  the 
requirements  of  the  Annual  Hospital 
Report.  Many  others  are  beginning  the 
development  of  uniform  reporting 
systems.  The  Annual  Hospital  Report 
can  be  used  by  any  State  with  only  a 
minimum  of  supplemental  information. 
The  availability  of  the  report  will  save 
States  from  the  necessity  of  developing 
their  own  systems.  We  will  actively 
encourage  States  to  adopt  AHR  as  their 
basic  reporting  system. 

5.  Comment  HCFA  should  liberalize 
the  definition  of  "significance”  for 
determining  when  reclassification  of 
costs,  revenues,  and  statistics  is  needed 
for  reporting  purposes. 

Response.  HCFA  has  liberalized  the 
definition  of  “significance”  by 
increasing  both  the  dollar  limit  and  the 
percentage  of  the  direct  costs  of  the 
functional  cost  centers. 

Under  the  present  system  for  reporting 
costs,  hospitals  have  a  great  deal  of 
flexibility  in  deciding  which  costs  are  to 
be  included  in  any  given  cost  center. 

The  Annual  Hospital  Report  would 
reduce  that  flexibility,  but  the  hospitals 
may  still  use  their  "responsibility” 
accounting  systems  to  allocate  costs  on 
a  day-to-day  basis.  At  the  end  of  the 
year,  when  hospitals  must  report  costs 
to  HCFA  using  a  “functional”  reporting 
system,  they  may  experience  difficulty 
in  reallocating  certain  costs  out  of  the 
cost  center  in  which  the  day-to-day 
accounting  system  placed  them  and  into 
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the  cost  center  required  for  uniform 
reporting.  This  problem  arises  with  costs 
that  cannot  easily  be  associated  with  a 
particular  cost  center  either  because 
they  are  small  or  because  they  could 
legitimately  be  placed  in  more  than  one 
center.  These  are  called  “misplaced 
costs.” 

The  term  “significance”  relates  to  the 
amount  of  “misplaced  costs”  which  can 
be  included  in  a  cost  center.  This  means 
that  a  hospital  does  not  have  to 
reallocate  “misplaced  costs”  [break  out 
the  costs  and  report  them  in  separate 
centers)  unless  Aey  reach  a  certain 
dollar  limit  (i.e..  “significance”).  A  low 
“significance”  can  be  burdensome  to  a 
hospital. 

Under  the  original  proposal,  the 
required  level  of  reclassification  was  the 
lesser  of  (1)  one-third  of  one  percent  of 
the  costs  of  the  functional  cost  center  or 
(2)  one-quarter  of  one  percent  of  the 
total  annual  operating  expenses  or  (3) 
$1,000.  Under  the  new  proposal,  the 
required  level  of  reclassification  is  the 
greater  of  $5,000  or  five  percent  of  the 
costs  of  the  functional  cost  center. 

This  means  for  example,  that  in  a 
small  hospital  with  a  cost  center 
involving  $200,000  of  expenses, 
misplaced  costs  would  be  allowed  to  be 
included  in  that  center  unless  they 
exceeded  $10,000  (five  percent  of  the 
total  expenses  of  Uie  cost  center).  If  the 
cost  centers  involved  were  under 
$100,000,  up  to  $5,000  of  misplaced  costs 
could  be  retained  in  that  cost  center. 

6.  Comment  Small  hospitals  should  be 
exempted  or  be  allowed  to  report  at 
some  reduced  level. 

Response.  We  are  very  concerned 
about  the  impact  that  wy  reporting 
requirement  can  have  on  sm^ 
hospitals.  Small  hospitals  already  report 
cost  data  at  a  reduced  level  of  reporting 
because  they  generally  do  not  provide 
the  wide  range  of  services  that  larger 
hospitals  provide  and,  therefore,  they 
have  fewer  cost  centers  to  report  In  a 
study  in  New  York  State,  which  has 
implemented  a  system  similar  to  that 
described  in  the  January  1979  NPRM,  the 
300  hospitals  involved  were  asked  to  list 
which  of  55  commonly  used  cost  centers 
they  had  used  in  compiling  their  reports. 
Of  the  55  centers  reported  by  facilities 
having  100  beds  or  less,  only  19  were 
used  by  most  of  the  hospitals.  The 
remaining  36  cost  centers  were  reported 
by  less  than  25  percent  of  the  hospitals 
surveyed. 

In  addition,  the  changes  we  have 
made  to  increase  the  dollar  threshold 
(“significance”)  that  must  be  met  before 
costs  must  be  reported  separately  in 
different  cost  centers  should  provide 
substantial  relief  to  small  hospitals. 
Finally,  small  hospitals,  like  other 


hospitals  will  still  be  able  to  obtain 
waivers  of  some  of  the  cost  reporting 
requirements  if  they  submit  an  alternate 
plan  that  is  approved  by  the  fiscal 
intermediary.  This  waiver  process 
should  account  for  peculiar 
circumstances  that  justify  a  modification 
to  the  requirements. 

7.  Comment  The  requirements  should 
be  consistent  with  Generally  Accepted 
Accounting  Principles  (GAAP). 

Response.  The  Annual  Hospital 
Report  is  consistent  with  the  GAAP, 
except  in  a  few  places  where  variations 
are  needed  to  provide  greater 
comparability  or  to  reflect  Medicare 
reimbursement  policies.  The  revised 
report  has  been  modified  to  delete  most 
of  the  detail  of  Chapter  I  and  replace  it 
with  references  to  GAAP,  Statements  by 
the  Financial  Accounting  Standards 
Board,  and  the  Hospital  Audit  Guide. 

The  rules  for  the  Annual  Hospital 
Report  are  more  restrictive  than  GAAP 
in  the  area  of  property,  plant,  and 
equipment 

Technical  Issues 

A.  Reporting  Requirements 

1.  Comment  This  system  should  allow 
sampling  for  computing  reclassification 
and  accumulating  statistics. 

Response.  The  system  allows  such 
sampling.  We  have  modified  reporting 
requirements  to  clarify  that  time  and 
cost  studies  are  permitted  to  determine 
reclassification  of  costs  and  revenue  for 
functional  reporting.  The  revised 
reporting  requirements  also  make  it 
clear  that  statistical  data  about  the 
hospital’s  operation,  except  those 
related  to  inpatient  days  of  services, 
may  be  obtained  throu^  sampling. 

2.  Comment  The  requirements  for 
direct  assignment  of  costs  to  the  areas 
where  they  were  incurred  should  be 
reduced  because  they  necessitate 
keeping  detailed  records.  The  direct 
assignment  areas  most  frequently 
addressed  include  depreciation  and 
rental  of  movable  equipment,  non¬ 
capitalized  non-routine  maintenance, 
data  processing,  employee  benefits,  non¬ 
billable  drugs  and  supplies,  and  central 
patient  transportation. 

Response.  We  agree  that  the 
requirements  for  dfrect  assignment  of 
costs  may  in  some  cases  be  uimecessary 
and  have  eliminated  some  requirements. 
We  have  not  eliminated  the 
reqiiirements  altogether,  however, 
because  we  are  convinced  that  direct 
assignment  of  certain  expenses 
increases  accuracy  for  measuring  and 
comparing  costs  among  different 
institutions.  AHA  recognizes  that 
functional  assignment  of  costs  is 
essential  for  external  reporting.  With  the 


publication  of  their  manual.  Managerial 
Cost  Accounting  to  Hospitals.  AHA  will 
be  encouraging  greater  use  of  direct 
assignment  of  costs  for  internal 
management  reporting  as  well 

Based  on  the  Morris,  Davis  and 
Company  study  and  the  NPRM 
comments,  we  have  made  a  number  of 
changes  which  will  significantly  reduce 
reporting  burden.  SpecificaUy,  the 
following  provisions  are  now  included 
in  the  Annual  Hospital  Report 

a.  Depreciation  of  Movable  . 
Equipment  Depreciation  and  rental 
expense  on  movable  equipment  must  be 
reported  in  an  unassigned  cost  center 
entitled.  Depreciation,  Amortization, 
Lease  and  Rent-Movable  Equipment 

b.  Salaries  and  Benefits.  Each 
employee’s  salary  and  related  benefits 
must  be  assigned  directly  to  the 
functional  cost  center  in  which  the 
employee  works.  The  expenses  of 
personnel  who  work  in  more  than  one 
cost  center  on  a  “float”  basis  must  be 
reported  in  the  cost  center  in  which  they 
work. 

c.  Drugs.  All  pharmaceutical  supplies 
and  materials  (including  IV  solutions, 
admixtiu^s,  blood  derivatives,  etc.)  used 
in  daily  hospital,  ambulatory,  and 
ancillary  service  centers  are  to  be 
reported  as  a  cost  of  the  Drugs  Sold  cost 
center. 

The  related  revenues  are  to  be 
reflected  in  the  Drugs  Sold  revenue 
center.  The  overhead  associated  with 
the  issuing  of  pharmaceutical  supplies 
and  materials  must  be  reported  in  the 
Pharmacy  cost  center. 

d.  Plant  Maintenance.  Expenses  of  all 
repair  and  maintenance  of  buildings, 
fixed  equipment,  grounds  and  movable 
equipment,  including  employees’  time, 
hospital  materials,  purchased  services, 
and  maintenance  contracts,  are  to  be 
reported  in  the  Plant  Operations  and 
Maintenance  cost  center. 

e.  Data  Processing.  All  direct  costs 
incurred  in  operating  an  electronic  data 
processing  center  or  in  purchasing  data 
processing  services  shall  be  reported  in 
the  cost  center  receiving  the  data 
processing  services.  Costs  shall  reflect 
the  direct  costs  of  services  to  that  cost 
center,  or  each  hospital’s  own 
determination  of  a  fair  and  equitable 
assignment  or  allocation  concept  that 
gives  appropriate  recognition  to  the 
types  of  data  processing  costs  incurred 
in  its  data  processing  center,  under 
contract,  or  from  related  organizations. 
This  cost  allocation  must  be  approved 
by  the  fiscal  intermediary. 

f.  Patient  Transportation.  If  a  hospital 
maintains  a  central  patient 
transportation  department  these  costs 
must  be  reported  in  the  appropriate 
ancillary  services  cost  centers.  Tlie 
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hospital  must  use  a  valid  basis  to 
reclassify  such  costs.  If  there  is  not  an 
established  central  patient 
transportation  center,  we  will  not 
require  functional  treatment  of  patient 
transportation  costs. 

3.  Comment.  Not  all  of  the  statistics 
required  in  the  January  23, 1979  proposal 
appear  to  be  necessary  and  relevant. 

Response.  HCFA  is  aware  that  under 
SHUR  many  of  the  Standard  Units  of 
Measure  (SUMs)  were  not  adequate  for 
certain  cost  centers  and  has  encouraged 
appropriate  professional  associations  to 
develop  adequate  ways  to  measure 
output.  In  order  to  reduce  the  reporting 
burden,  SUMs  will  be  required  only  for 
the  revenue  producing  cost  centers. 

Changes  in  the  cost  center  definitions 
and  SUMs  for  Physical  Therapy  and 
Occupational  Therapy  recommended  by 
the  American  Physical  Therapy 
Association  and  the  American 
Occupational  Therapy  Association  have 
been  adopted  in  the  Annual  Hospital 
Report  Certain  suggestions  of  other 
national  professional  associations  were 
incorporated  in  the  functional 
definitions. 

Because  of  the  burden  and  costs 
associated  with  collecting  two 
overlapping  sets  of  cost  allocation 
statistics,  we  have  eliminated  the 
rquirement  to  collect  and  report  the 
statistics  required  in  the  original 
Worksheets  E-4^1,  E-4-2,  E-4-3,  and  E- 
4-4.  Deletion  of  these  worksheets  alone 
should  reduce  the  reporting  burden  by 
over  10  percent. 

4.  Comment.  HCFA  should  abridge  or 
modify  the  reporting  forms  to  reduce 
burden  within  the  legislative  mandate 
and  the  needs  of  the  Department. 

Response.  Based  on  public  comments 
and  recommendations  from,  The 
American  Hospital  Assocfation  (AHA), 
the  Hospital  Financial  Management 
Association  (HFMA),  the  Federation  of 
American  Hospitals  (FAH)  and  a 
number  of  State  hospitals  associations 
we  have  made  numerous  changes  which 
reduce  the  forms  burden.  The  following 
specific  changes  have  been  made  in  the 
revised  reporting  forms: 

a.  Certification  Statement 

We  made  significant  changes  in  the 
Certification  Statement.  First,  the 
statement  need  only  be  signed  by  an 
officer  or  the  administrator  of  the 
hospital.  Second,  the  description  of  the 
specific  legal  penalties  was  removed, 
and  replaced  by  references  to  the 
sections  of  the  Social  Security  Act 
where  these  penalties  are  described. 
Finally,  the  statement  itself  has  been 
modified  to  allow  the  hospital  to 
identify  exceptions  used  in  completing 
the  reimbursement  portion  of  the  report. 


b.  A-1  General  Hospital  Information 

Item  No.  6  (Other  Health  Profession 
Education  Programs)  was  moved  to  new 
Worksheet  B-5  to  capture  the  level  of 
activity  of  "medical  education 
programs"  as  suggested  by  AHA. 

c.  A-2-1  &  A-2-2  Services  Inventory 

The  purpose  of  the  services  inventory 
is  to  enable  HCFA  to  more  accurately 
group  hospitals  for  comparative 
purposes.  In  addition,  the  hospital 
services  inventory  is  a  major  component 
of  the  Hospital  Facilities  Minimum  Data 
Set  (HFMDS).  The  HFMDS  is  a 
component  of  the  National  Center  for 
Health  Statistics’  Cooperative  Health 
Statistics  System. 

d.  B-1  Daily  Hospital  Services  Statistics 

Based  on  the  recommendation  of 
AHA  and  others,  we  have  clarified  the 
instructions  for  reporting  the  number  of 
beds  in  States  which  have  no  licensing 
requirements  and  for  reporting  of  patient 
days  when  patients  are  placed  in  a 
different  area  because  of  overflow 
conditions  by  combining  columns  “c", 

"f ’,  and  "g”  on  Worksheet  B-1. 

e.  B-3  Limitations  on  Federal 
Participation  for  Captial  Expenditures 
Questionnaire 

This  worksheet  replaces  Worksheet 
A-7  in  the  current  Medicare  cost  report. 
Although  no  substantive  comments  were 
'  received.  Worksheet  B-3  has  been 
revised  based  on  internal  review  to 
provide  additional  information  on 
imapproved  and  disapproved  capital 
expenditures  governed  by  certificate  of 
need  requirements  mandated  by  Section 
1523  of  ^e  Public  Health  Service  Act 
and  Section  1122  of  the  Social  Security 
Act. 

f.  B-5  Interns,  Residents,  and  Fellows 
Profile 

The  AHA  has  pointed  out  that  the 
“Intern"  designation  is  no  longer  in  use 
and  that  the  requirement  for  hospitals  to 
report  this  information  as  of  the  last  day 
of  their  fiscal  year  fails  to  recognize 
possible  rotational  staff  assignments 
during  the  year. 

HCFA  has  eliminated  the  “intern" 
designation  and  retitled  the  worksheet 
Medical  Education  Programs.  Part  I  will 
be  a  profile  of  Residents  and  Fellows 
and  will  ask  for  the  average  number  of 
residents  and  fellows  participating  in 
medical  education  programs  during  the 
year  rather  than  requesting  the  number 
as  of  the  last  day  of  the  fiscal  year. 

Part  n  will  collect  information  on 
other  medical  education  programs.  (This 
is  item  #6  on  proposed  Worksheet  A-1 
and  will  be  transferred  to  this 
worksheet). 


g.  C-1  Balance  Sheet 

C-3  Statement  of  Changes  in  Fund 
Balance 

C-4  Statement  of  Changes  in  Financial 
Position — Unrestricted  Fund 

The  AHA  suggested  that  these 
worksheets  be  eliminated,  while  the 
HFMA  and  several  accoimting  firms 
suggested  that  HCFA  accept  a  hospital’s 
own  audited  financial  statements. 

The  Annual  Hospital  Report  collapses 
the  balance  sheet  information  except  for 
the  property,  plant,  and  equipment 
section  and  the  long  term  debt  section. 
The  Statement  of  Changes  in  Fimd 
Balance  and  the  Statement  of  Changes 
in  Financial  Position — ^Unrestricted  Fund 
have  been  eliminated. 

h.  D-1  Statement  of  Patient  Care 
Services  Revenue 

D-2  Statement  of  Other  Operating  and 
Non-Operating  Revenue 

Both  AHA  and  HFMA  have 
recommended  that  these  worksheets  be 
deleted  because  they  questioned 
HCFA’s  authority  to  require  reporting  of 
revenue  and  has  pointed  out  problems 
for  hospitals  that  use  all-inclusive  rates. 

All-inclusive  rate  hospitals  will  not  be 
required  to  report  revenue  by  revenue 
center,  but  they  must  report,  as  a 
minimum,  total  revenue  separately  for 
inpatients  and  outpatients.  Those 
hospitals  which  have  a  quasi  all- 
inclusive  and  no-charge  structure  will 
report  all  existing  charges.  No-charge 
sbucture  hospitals  are  not  required  to 
complete  these  worksheets. 

Section  19,  Pub.  L  95-142,  requires 
reporting  of  “Rates,  by  category  of 
patient  and  class  of  purchaser."  We 
believe  that  Congress  was  chiefiy 
interested  in  comparing  rates  for 
Medicare  and  Medicaid  to  rates  for  all 
other  patients.  This  requirement  can  be 
satisfied  by  the  data  on  these 
worksheets  plus  information  contained 
on  other  worksheets.  This  eliminates  the 
need,  at  this  time,  of  requiring  total 
billed  charges  for  Medicare  and 
Medicaid  patients  and  for  all  other 
patients. 

L  E-1  Statement  of  Patient  Care  Services 
Expenses 

E-2  Statement  of  Other  Operating  and 
Nonoperating  Expenses 

Most  of  the  industry  associations  and 
major  accounting  firms,  as  well  as  a 
large  number  of  providers,  objected  to 
the  level  of  detail  on  these  worksheets 
and  recommended  reporting  at  more 
aggregate  levels. 

For  the  daily  hospital  services  cost 
centers,  it  is  only  necessary  to  report 
those  services  provided  in  a  discrete 


Federal  Register  /  Vol.  45,  No.  55  /  Wednesday,  March  19,  1980  /  Proposed  Rules 


17901 


area.  This  effectively  reduces  the  burden 
for  many  areas  and  is  consistent  with 
the  concept  of  aggregate  reporting. 
Liberalization  of  the  definition  and 
dollar  threshold  of  significance  for 
reclassification  has  also  significantly 
reduced  the  reporting  burden.  We  have 
combined  the  supply  columns  (e)  and  (f) 
and  eliminated  the  depreciation  a*nd  rent 
column  (j)  on  these  worksheets.  We  will 
not  require  costs  of  medical  and  non- 
medic^  supplies  to  be  reported 
separately,  ^imination  of  the 
requirement  to  directly  assign 
depreciation  and  rent  eliminates  the 
need  for  column  (j).  These  changes 
reduce  the  number  of  natmal  expense 
classifications  fi'om  nine  to  seven. 

We  also  have  examined  the  number  of 
cost  centers  on  these  two  worksheets  in 
terms  of  Medicare/Medicaid 
reimbursement,  planning,  materiality, 
and  state-of-the-art  hospital  accounting 
and  reporting.  As  a  result  we  have:  (1) 
Combined  Premature  Nursery  with 
Newborn  Nursery:  (2)  combined  Skilled 
Nursing  Care — Medicare  Non-Certified 
with  Other  Sub-Acute  Care  Services:  (3) 
eliminated  one  renal  dialysis  cost 
center  (4)  eliminated  Other  Organ 
Acquisition  which  removed  the  need  for 
Supplemental  Worksheet  H-8:  and  (5) 
combined  Office  and  Other  Rental 
Expenses  and  Retail  Operations 
Expenses  with  Other  Non-Operating 
Expenses. 

In  other  instances,  it  has  been 
necessary  to  add  new  reporting  levels. 
Reduction  in  the  assignment  of  direct 
costs  required  establishing  cost  centers 
for  Employee  Benefits — ^Non-Payroll 
Related  and  Depreciation,  Amortization, 
Lease  and  Rental-Movable  Equipment. 
This  change  was  necessitated  by  the 
elimination  of  the  requirement  that 
hospitals  record  these  expenses  in  the 
cost  centers  benefiting  fi'om  the 
expenditure.  Several  additional  cost 
centers  are  required  for  Medicare/ 
Medicaid  reimbursement.  These  include 
Intermediate  Care — Mental  Retardation: 
Home  Health — Skilled  Nursing  Care: 
Home  Health — ^Medical  Social  Services; 
Home  Health  Aide:  Home  Health — 

Other:  Durable  Medical  Equipment — 

Sold:  and  Durable  Medical  Equipment — 
Leased/Rented. 

J.  E-3  Health  Facility  Manpower 
Statistics  * 

AHA,  FHA,  and  HFMA  all  expressed 
concern  with  the  burden  of  reporting 
this  information.  This  worksheet  was 
developed  to  collect  information  on  the 
hospit^  labor  force.  Similar  information 
is  needed  by  the  PHS  in  order  for 
planning  agencies  to  fulfill  their 
responsibilities  as  mandated  by  Pub.  L 
93-641.  It  has  been  collected  by  them 


through  the  Cooperative  Health 
Statistics  Systems  and  related 
cooperative  mechanisms  with  AHA.  The 
manpower  statistics  are  a  component  of 
the  Hospital  Facilities  Minimum  Data 
Set.  By  incorporating  the  HFMDS  in  the 
proposed  reporting  requirements,  we 
have  reduced  duplicate  reporting. 

As  originally  proposed,  the  worksheet 
was  optional  for  small  hospitals. 
However.  PHS  has  traditionally 
collected  and  requires  the  data  from  all 
hospitals.  PHS  also  requested  an 
additional  column  for  dentists  as  a 
component  of  the  Hospital  facilities 
Minimum  Data  Set.  The  original  form 
has  been  revised  to  accommodate  this 
request. 

1.  &4-1,  E-4-2.  E-l-2.  and  E-4-4  Cost 
Allocation  Statistical  Matrix 

All  of  the  major  hospital  industry 
associations,  several  accounting  firms, 
and  a  number  of  hospitals  expressed 
concern  that  these  worksheets  were 
'  burdensome  and,  in  some  instances, 
duplicated  information  on  Worksheet 
G— 1, 

In  order  to  reduce  the  reporting 
burden,  these  worksheets  were  deleted. 
Statistics  for  the  non-revenue  producing 
cost  centers  will  be  obtained  by 
expanding  slightly  the  information  on 
Worksheet  E-1  to  include  the  applicable 
statistics  for  those  cost  centers  that 
have  been  “closed.** 

D.  Uses  Uniform  Reporting  to  Change 
Reimbursement  Policies 

1.  Comment.  Most  of  the  industry 
associations  and  providers  expressed 
concern  that  the  proposed  system 
combines  changes  in  reimbursement 
principles  under  the  guise  of  uniform 
functional  reporting. 

Response.  This  is  not  correct. 

Although  the  proposed  system 
contained  several  changes  in 
reimbursement  procedures  that  are  not 
required  for  uniform  reporting,  we  did 
not  intend  to  implement  these  changes 
solely  through  t^  regulation  mandating 
the  uniform  reporting  system.  The 
changes  not  required  for  uniform 
reporting  would  be  adopted  through 
rulemaking  or  the  program  issuance 
procedure,  as  appropriate.  We  included 
them  in  the  proposed  system  only  to 
avoid  the  administrative  cost  to  HCFA, 
and  inconvenience  to  providers,  that 
would  result  if  the  manual  were  revised 
almost  immediately  after  its  issuance. 
Since  publication  of  the  January  23. 1979 
NPRM,  several  of  these  changes  have 
been  adopted  through  rulemaking.  The 
following  is  a  summary  of  those  Ganges 
and  some  additional  clarifying  material. 


Changes  in  Medicare  and  Medicaid 
Reimbursement  and/or  Procedure  That 
Are  Made  Concurrently  With  the 
Annual  Hospital  Report 

(1)  Use  of  functional  cost  centers  for 
Medicare  cost  reporting  and 
reimbursement,  ^esently,  providers 
have  considerable  flexibility  in 
establishing  and  identifying  cost  centers 
for  Medicare  cost  reporting  pmposes. 
For  cost  reporting  periods  beginning  on 
or  after  the  effective  date  for  the 
implementation  of  the  Annual  Hospital 
Report  the  cost  centers  identified  and 
defined  in  the  Annual  Hospital  Report 
must  be  used  for  Medicare  cost 
reporting  and  cost  apportionment 
purposes.  Certain  Annual  Hospital 
Report  cost  centers  are  combined  on  the 
trial  balance  worksheet  for  Medicare 
cost  reporting  and  reimbursement 
purposes.  These  cost  centers  must 
remain  combined  and  no  others  may  be 
added. 

(2)  Changes  in  Basis  or  Sequence  of 
Allocation.  Intermediary  approvals  of 
changes  in  a  provider's  basis  or  a 
sequence  of  allocation  of  a  cost  center 
that  were  in  effect  before  the 
implementation  date  of  the  Annual 
Hospital  Report  will  not  be  effective  for 
any  cost  reporting  period  beginning  after 
that  date  of  the  Annual  Hospital  Report. 
After  the  effective  implementation  date 
of  the  Annual  Hospital  Report,  a 
provider  may  make  a  change  finm  the 
recommended  sequence  or  basis  in  the 
Annual  Hospital  Report  only  under  the 
following  conditions:  the  provider  must 
make  a  written  request  to  its 
intermediary  and  submit  reasonable 
justification  for  the  change  no  later  than 
90  days  before  beginning  of  the  cost 
reporting  period  for  which  the  change  is 
to  apply.  The  intermediary's  approval  of 
a  provider's  request  will  be  funiished  to 
the  hospital  in  writing.  If  approved,  the 
effective  date  of  any  change  will  be  the 
beginning  of  the  first  cost  reporting 
period  for  which  the  request  has  been 
made. 

In  reviewing  the  hospital's  request,  the 
intermediary  will  apply  the  following 
criteria: 

Basis  of  Allocation 

(a)  The  provider  must  agree  to 
maintain  and  report  all  statistics  needed 
for  the  recommended  basis  as  well  as 
the  alternative  basis  of  allocation; 

(b)  No  alternative  basis  of  allocation 
expressed  solely  in  terms  of  percentages 
will  be  acceptable: 

(c)  Any  alternative  basis  of  allocation 
must  be  supported  by  auditable 
statistics  that  are  maintained  on  a 
regular  basis; 
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(d)  The  alternative  basis  of  allocation 
must  directly  relate  to  the  provision  of 
services  by  the  affected  cost  center; 

(e)  The  alternative  basis  of  allocation 
must  produce  a  demonstrably  more 
accurate  allocation  of  cost  than  the 
recommended  basis.  For  example,  in  the 
Annual  Hospital  Report  cost  reporting 
forms,  the  recommended  basis  of 
allocation  for  cafeteria  costs  is  full-time 
equivalent  employees.  If  the  provider 
chooses  to  maintain  an  alternative  basis 
of  allocation  of  sales  value  of  meals 
served  to  employees  by  functional  cost 
center  or  of  equivalent  meals  served  to 
employees  by  functional  cost  centers,  a 
more  accurate  allocation  would  result. 
Alternatively,  the  recommended  basis  of 
allocation  for  laundry  is  pounds  of 
laundiy.  The  use  of  the  number  of  items 
issued  would  not  result  in  a  more 
accurate  allocation  of  laundry  costs;  and 

(f)  Only  one  statistical  basis  of 
allocation  may  be  used  for  each  cost 
center. 

Sequence  of  allocation 

The  sequence  of  allocation  of  step- 
down  cost  finding  is  based  upon  the 
assumption  that  a  cost  center  furnishes 
more  services  to  those  that  follow  it  in 
the  sequence  than  it  receives  from  those 
cost  centers,  and  receives  more  services 
from  the  cost  center  that  precede  it  than 
it  furnishes  to  the  preceding  cost 
centers.  In  order  to  justify  the  use  of  an 
alternative  sequence,  a  hospital  must 
establish  through  auditable  records  that 
the  dollar  value  of  goods  and  services 
exchanged  among  cost  centers  is 
different  from  that  contemplated  by  the 
sequence  recommended  in  the  cost 
reporting  form. 

For  example,  a  provider  may  have 
four  nonrevenue  producing  cost  centers, 

A,  B,  C  and  D.  The  sequence  of 
allocation  in  the  cost  reporting  forms 
may  indicate  that  they  are  allocated  in 
the  same  order.  This  sequence  is  based 
on  the  assumption  that  cost  center  A 
furnishes  more  services  to  cost  centers 

B,  C  and  D  than  it  receives  fi-om  B,  C  or 
D.  Similarly,  cost  center  B  furnishes 
more  services  to  C  or  D  than  it  receives 
fi'om  C  or  D  and  receives  more  services 
fi'om  cost  center  A  than  it  furnishes  to 
cost  center  A.  However,  if  a  provider  is 
able  to  establish  through  auditable 
records  that  cost  center  B  furnishes 
more  services  to  cost  center  A  than  it 
receives  fi'om  cost  center  A,  then  the 
sequence  of  allocation  would  be  cost 
centers  B,  A,  C  and  D. 

It  is  necessary  to  address  the  issue  of 
varying  bases  and  sequences  of 
allocation  concurrently  with  the 
issuance  of  the  Annual  Hospital  Report 
because  the  bases  and  sequences  of 
allocation  approved  for  previous 


reporting  systems  would  not  be 
applicable.  Hie  cost  centers  on  the 
/omual  Hospital  Report  are  different 
fix>m  those  appearing  on  the  cost 
reporting  forms  that  it  will  replace. 

(3)  Adjustments  to  Cost  On  the 
Medicare  cost  reporting  forms  in  use 
before  the  adoption  of  the  Annual 
Hospital  Report,  certain  adjustments  to 
cost  are  made  before  the  allocation  of 
overhead  costs  to  other  cost  centers. 

These  adjustments  are:  (1)  Those 
needed  to  adjust  expenses  to  reflect 
actual  expenses  incurred;  (2)  those  items 
which  constitute  recovery  of  expenses 
through  sales,  charges,  fees,  grants,  gifts, 
etc.;  (3)  those  items  needed  to  adjust 
expenses  in  accordance  with  the 
Medicare  Principles  of  Reimbursement; 
and  (4)  those  items  for  which  separate 
provision  is  made  in  the  cost 
apportionment  process.  These 
adjustments  are  currently  made  on  the 
basis  of  cost,  including  applicable 
overhead  costs,  if  costs  can  be 
determined,  or  for  certain  adjustments 
revenue  received,  if  cost  cannot  be 
determined. 

It  is  difficult  to  determine  applicable 
overhead  costs  prior  to  cost  finding.  To 
address  this  problem,  HCFA  is  providing 
new  procedures  for  making  the 
adjustments  to  cost  These  new 
procedures  could  be  adopted  with  or 
without  the  use  of  the  A^ual  Hospital 
Report.  However,  for  reasons  of 
administrative  convenience,  HCFA 
proposes  to  implement  these  new 
procedures  effective  with  the  Annual 
Hospital  Report  Under  the  new 
procedures,  adjustments  to  certain 
overhead  costs  are  made  during  the  cost 
finding  process. 

That  is,  for  an  affected  cost  center, 
adjustment  is  made  after  the  costs  of  the  . 
overhead  cost  centers  that  precede  it  in 
the  sequence  of  allocation  are  allocated 
to  the  affected  cost  center,  but  before 
the  costs  in  the  affected  cost  center  are 
allocated.  Similarly,  provision  is  made 
to  adjust  the  costs  of  certain  patient 
care  cost  centers  after  overhead  costs 
have  been  allocated.  We  intend  that  the 
manner  in  which  these  cost  adjustments 
are  to  be  made  will  be  mandatory  for  all 
cost  reporting  periods  beginning  on  or 
after  the  effective  date  of  the 
implementation  of  the  Aimual  Hospital 
Report. 

(4)  Apportionment  of  provider-based 
physician  payment  The  current  cost 
reports  require  hospitals  to  apportion  to 
tides,  V,  XVm  and  XIX  the  payment  for 
professional  services  rendered  by 
hospital-based  physicians  using 
combined  billing.  Where  hospitals 
accept  assignment  of  billing  from 
provider-based  physicians  but  do  not 
use  combined  billing,  fiscal 


intermediaries  are  currently  required  to 
perform  a  reconciliation  between  the 
amounts  paid  for  professional  services 
furnished  by  provider-based  physicians 
and  amounts  received  or  receivable 
from  the  area  carrier  for  such  services. 
After  computing  the  reconciliation,  the 
fiscal  intermediary  is  required  to  make 
settlement  with  the  hospital  for  any 
difference. 

For  cost  reporting  periods  beginning 
on  or  after  the  effective  date  for  the 
implementation  of  the  Annual  Hospital 
Report,  the  settlement  for  any  such 
difference  will  be  part  of  the  settlement 
in  the  provider’s  annual  cost  report.  To 
accomplish  this,  hospitals  will  be 
required  to  compute  the  apportionment 
of  payment  for  professional  services  of 
hospital-based  physicians  not  using 
combined  billing  and  to  report  amounts 
received  or  receivable  fi'om  the  area 
carrier. 

The  process  of  apportioning  the 
payment  of  provider-based  physicians 
not  using  combined  billing  is  not  new. 

As  indicated  above,  this  process  is 
currently  carried  out  by  the  fiscal 
interme^ary  at  the  time  that  the 
provider  cost  report  is  settled. 
Incorporating  the  apportionment  in  the 
provider  cost  report  is  merely  a 
procedural  change  which  could  be  done 
at  any  time.  HCFA  proposes  to  adopt 
this  procedural  change  concurrently 
with  the  Annual  Hospital  Report  as  a 
matter  of  convenience. 

(5)  Outpatient  services  for  titles  V  and 
XIX.  The  current  cost  reporting  forms 
provide  for  the  computation  of  cost  only 
for  inpatient  services  for  titles  V  and 
XIX  for  those  States  that  use  Medicare’s 
principles  of  reimbursement  for  cost 
reimbursement  and  use  the  Medicare 
forms  to  determine  reimbursement. 

For  cost  reporting  periods  beginning 
on  or  after  the  effective  date  for  the 
implementation  of  the  Annual  Hospital 
Report  we  intend  to  provide  for 
settlement  for  outpatient  services  for 
titles  V  and  XIX  in  the  Annual  Hospital 
Report.  This  will  apply  to  those  States 
that  reimburse  for  inpatient  or 
outpatient  services  for  titles  V  and  XIX 
using  Medicare’s  principles  of 
reimbursement  and  elect  to  use  the 
Medicare  forms  to  determine  cost 
reimbursement 

Changes  to  Medicare  and  Medicaid 
Reimbursement  Policies  or  Procedures 
That  Will  Be  Implemented  Before  the 
Effective  Date  of  the  Implementation  of 
the  Annual  Hospital  Report 

These  changes  do  not  appear  in  the 
cost  reporting  forms  currently  in  use 
(HCFA-ZSSZ).  However,  modification  to 
cost  reporting  forms  to  incorporate  these 
changes  will  be  made  before  the 
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implementation  of  the  Annual  Hospital 
Report. 

(1)  Computation  of  inpatient  routine 
service  cost.  Provision  is  made  for  the 
application  of  cost  limits  as  specified  in 
the  Schedule  of  Limits  on  Hospiteil 
Inpatient  General  Routine  Operating 
Costs  published  annually  in  the  Federal 
Register. 

(2)  Apportionment  of  the  cost  of 
malpractice  insurance.  Provisions  is 
made  for  the  apportionment  of  the  costs 
of  malpractice  insurance  in  accordance 
with  the  revision  to  42  CFR  405.452 
published  in  the  Federal  Register  on 
June  1. 1979  (44  FR  31642). 

(3)  End  Stage  Renal  Disease 
Provisions.  Ihis  draft  of  the  Annual 
Hospital  Report  contains  tentative 
provisions  for  reimbursement  for 
reporting  imder  various  aspects  of  the 
end  stage  renal  disease  program 
contingent  upon  the  issuance  of  final 
regulations. 

(4)  Outpatient  Physical  Therapy 
purchased  from  oustide  suppliers.  A 
worksheet  is  furnished  for  computing 
the  limit  on  the  cost  of  outpatient 
physical  therapy  services  purchased 
from  outside  suppliers. 

E.  Requires  Uniform  Accounting 

1.  Comment.  The  proposed  uniform 
report  effectively  requires  uniform 
accounting. 

Response.  The  Annual  Hospital 
Report  does  not  require  imiform 
accounting.  The  proposed  uniform  report 
contains  an  accounting  structure  to  be 
used  for  guidance  only.  This  is  essential 
for  two  reasons.  Pub.  L  95-142  requires 
hospitals  to  report  costs  and  volumes  by 
functional  cost  center  utilizing  a 
prescribed  chart  of  accoimts,  definitions, 
principles  and  statistics.  However,  the 
only  requirement  for  this  accoimting 
structure  is  that  it  be  used  for  making 
the  necessary  reconciliation  for  uniform 
reporting,  this  can  be  accomplished 
without  disturbing  a  hospital’s 
responsibility  accounting  system. 

The  second  reason  for  an  accoimting 
structure  is  to  have  a  basic  accounting 
system  available  to  meet  the  legislative 
requirement  that  the  Secretary 
“encourage  State  adoption  of  such 
systems."  This  should  assure  uniformity 
in  State-mandated  accounting  and 
reporting  systems  and  prevent  the  use  of 
a  different  system  by  each  State. 

Automated  accounting  systems  can  be 
designed  to  accumulate  information  in 
classifications  most  useful  for 
management  planning  and  control 
purposes  and,  at  the  same  time,  produce 
financial  data  according  to  functional 
definitions.  The  hospital’s  general 
ledgers  can  be  arranged  in  different 
coding  sequences  to  meet  internal  and 


external  reporting  needs.  Hospitals  that 
have  this  capability  should  have  little 
difficulty  in  producing  the  functional 
trial  balance  required  by  the  Aimual 
Hospital  Report. 

To  make  clear  that  the  Annual 
Hospital  Report  does  not  require 
uniform  accounting,  we  have  removed 
certain  portions  of  the  manual  including 
all  of  the  subaccounts  in  the  Chart  of 
Accounts  and  most  of  the  Natural 
Classification  of  Expenses;  the  Account 
Distribution  Index;  Figures  I.  II,  and  Ill- 
Numerical  Coding  System;  the  examples 
of  how  certain  transactions  would  be 
recorded;  and  portions  of  Chapter  I  by 
referencing,  where  appropriate.  General 
Accepted  Accounting  Principles 
(GAAP),  statements  by  the  Financial 
Accounting  Standards  Board  (FASB), 
and  the  AICPA  Hospital  Audit  Guide. 
The  subaccounts  and  distribution  index, 
the  numerical  coding  system  and 
examples  will  be  available  upon 
request. 

F.  Other  Comments 

1.  Comment.  The  proposed  uniform 
report  will  not  achieve  an  accurate  or 
realistic  comparison  of  hospital  costs. 

Response.  Experience  in  States  having 
uniform  reporting  systems  similar  to  the 
proposed  system  demonstrates  that 
year-to-year  and  hospital-to-hospital 
comparisons  can  be  made  by  measuring 
productivity  and  costs  as  reported  under 
those  systems.  In  addition  to  functional 
definitions,  the  proposed  uniform  report 
prescribes  Standard  Units  of  Measure 
which  provide  a  method  of  determining 
unit  costs  and  revenue.  The  use  of 
existing  and  anticipated  data  systems  in 
conjunction  with  Annual  Hospital 
Report  data  will  make  possible  more 
sophisticated  peer  grouping  of  hospitals, 
and  comparisons  of  their  productivity 
and  costs. 

2.  Comment.  Uniform  report 
information  should  not  be  disclosed. 

Response.  Information  contained  in 
the  uniform  reports  will  be  made 
available  to  health  systems  agencies. 
State  health  planning  agencies,  and 
upon  request,  to  any  other  agency, 
organization  or  individual.  The  decision 
to  make  this  information  available  to 
any  other  agency  or  organization  is 
predicated  on  the  fact  that  section 
1121(c]  of  the  Social  Security  Act 
mandates  that  we  make  the  information 
available  to  “appropriate  agencies  and 
organizations  including  *  *  *  State 
health  planning  and  development 
agencies  (designated  under  Section  1521 
of  (Public  Health  Service]  Act)’’.  These 
agencies  are  already  subject  to  a 
statutory  requirement  that  they  disclose 
their  records  and  data  to  the  public  upon 
request.  For  this  reason  the  information 


contained  in  the  reports  would 
eventually  be  available  to  the  public. 
The  information  will  be  furnished  in 
routine  form  specified  by  HCFA.  If  any 
agency  or  organization  requests  a 
finder  breakdown  of  this  information,  it 
will  be  required  to  pay  for  the  additional 
cost. 

The  issue  of  whether  cost  report  data 
should  be  made  available  to  the  public 
has  been  the  subject  of  litigation  under 
the  Freedom  of  Information  Act.  Our 
regulations,  at  20  CFR  422.435,  currently 
make  hospital  Medicare  cost  reports 
available  to  the  general  public  upon 
request.  Several  courts  have  enjoined 
the  release  of  these  reports,  based  upon 
the  Freedom  of  Information  Act  while 
several  other  courts  have  upheld 
disclosure.  However,  these  cases  were 
decided  before  the  implementation  of 
section  1121(c).  In  our  view,  the 
implementation  of  section  1121(c)  will 
form  a  basis  for  the  Department  to 
request  that  those  courts  which  enjoined 
disclosure  reconsider  their  orders  and  to 
successfully  oppose  future  suits. 

3.  Comment  The  comment  period 
should  be  extended  to  allow  more  time 
for  review  of  the  manual. 

Response.  Although  HCFA  did  not 
officially  announce  the  availability  of 
the  draft  manual  until  January  23, 1979, 
we  began  distributing  the  draft  manual 
in  October  1978.  Many  hospital-related 
publications  announed  the  availability 
of  a  draft  copy  and  recommended  that 
hospitals  write  for  copies.  Over  10,000 
copies  were  distributed. 

The  90  days  which  were  provided  for 
public  conunents  was  longer  than 
required  or  usually  provided  for 
proposed  rules.  In  addition,  this  NPRM 
provides  a  new  opportunity  for  public 
comment. 

4.  Comment  Implementation  of 
uniform  reporting  should  be  delayed 
until  it  can  be  tested. 

Response.  Reporting  systems  that  are 
very  similar  to  the  proposed  system 
already  have  been  tested  extensively.  A 
number  of  States  have  implemented 
functional  reporting.  Prototypes  of  the 
proposed  system  were  implemented  in 
California  effective  July  1, 1974, 
Washington  effective  October  1, 1974, 
and  Arizona  effective  July  1, 1976.  In 
addition.  New  York,  under  a  HCFA 
grant,  implemented  a  similar  system 
effective  January  1. 1979.  Some  of  the 
results  of  that  implementation  were 
discussed  earlier  in  this  preamble. 
Maryland  and  Massachusetts  have 
adopted  early  versions  of  the  uniform 
report.  Therefore,  six  States, 
encompassing  approximately  21  percent 
of  the  nation’s  non-Federal  hospitals, 
are  now  subject  to  reporting  under 
uniform  reporting  systems  similar  to  that 


originally  proposed  by  HCFA.  We  have 
closely  monitored  the  New  York 
implementation  and  have  made  some 
revisions  in  our  proposal  based  on  their 
experience.  We  believe  that  further 
testing  is  not  necessary. 

42  CFR  Chapter  IV  is  amended  as  set 
forth  below: 

A.  The  Table  of  Contents  of 
Subchapter  A  is  amended  to  read  as 
follows: 

SUBCHAPTER  A--GENERAL  PROVISIONS 
Part 

4(XM01  [Reserved] 

402  Uniform  Reporting  Systems 
403-404  [Reserved] 

B.  A  new  Part  402  is  added,  to  read  as 
follows: 

PART  402--UNIFORMED  REPORTING 
SYSTEMS 

Subpart  A— Hospital  Reporting 

Sec 

402.1  Definitions. 

402.2  Statutory  provisions. 

402.3  Applicability. 

402.8  Reporting  requirements. 

402.10  Availability  of  informatioa 
Authority:  Secs.  1102, 1121. 1861(v](l)(F}. 
and  1902(a)(40)  of  the  Social  Security  Act  (42 
U.S.C  1302, 1320a,  13gSx(v](l)(F)  and 
13g6a(aK40]). 

§402.1  Definitions. 

"Act”  means  the  Social  Security  Act: 
"//CM "means  the  Health  Care 
Financing  Administration. 

§  402.2  Statutory  provisions. 

[a]  Section  1121(a)  of  the  Act  requires 
that  the  Secretary  establish  a  uniform 
system  for  reporting  of; 

(1)  Costs  and  volume  of  health  care 
services; 

(2)  Rates  charged  for  those  services; 

(3)  Capital  assets  of  health  care 
facilities  and  organizations; 

(4)  Discharge  data;  and 

(5)  Billing  data. 

(b)  Sections  1861(v)(l)(F]  and 
1902(a)(40)  of  the  Act  require  Medicare 
and  Medicaid  providers  to  report  in 
accordance  with  the  system  established 
under  section  1121(a)  of  the  Act. 

§  402.^  Applicability. 

This  subpart  applies  to  all  hospitals 
participating  in  the  Medicare  or 
Medicaid  program. 

§  402.8  Reporting  requirements. 

Under  the  Annual  Hospital  Reporting 
System  established  by  HCFA,  hospitals 
must  meet  the  following  requirements: 

(a)  Information  to  be  reported. 
Hospitals  shall  report:  (1)  Costs  of 
operation  and  volume  of  services,  both 


in  aggregate  and  by  functional  accoimts; 
and 

(2)  Capital  assets. 

(b)  Manner  of  reporting.  The  hospital 
shall  report  in  accordance  with  the 
forms  and  instructions  prescribed  by 
HCFA. 

(c)  Timing  and  submission  of  reports. 

(1)  Initial  report.  The  initial  report  under 
the  system  shall  be  for  the  hospital’s 
first  fiscal  year  that  begins  more  than  6 
months  after  the  effective  date  of  these 
regulations. 

(2)  Submittal.  The  hospital  shall 
sub^t  annual  reports  no  later  than  the 
last  day  of  the  third  month  following  the 
close  of  its  fiscal  year  to; 

(i)  its  Medicare  intermediary  (or  the 
Me^care  Division  of  Direct 
Reimbursement):  or 

(ii)  if  the  hospital  is  participating  only 
imder  Medicaid,  to  the  Medicare 
intermediary  designated  by  HCFA. 

(3)  Extension,  lie  intermediary  after 
obtaining  HCFA’s  approval,  may,  for 
good  cause  shown  by  the  hospital,  grant 
a  30^ay  extension  for  submitting  the 
report 

§  402.10  Availability  of  information. 

HCFA  or  its  agents  will,  in  a  timely 
manner,  provide  information  collected 
imder  this  subpart  to: 

(a)  health  systems  agencies  and  State 
health  planning  and  development 
agencies  that  need  it  to  carry  out  their 
functions;  and 

(b)  upon  request  to  any  other  agency 
or  organization. 

PART  405~FEDERAL  HEALTH 
INSURANCE  FOR  THE  AGED  AND 
DISABLED 

C.  Section  405.614  of  Subchapter  B  is 
amended  by  revising  paragraph  (a)(3)  to 
read  as  follows: 

§  405.614  Termination  by  the  Secretary. 

(a)  Cause  for  termination.  The 
Secretary  may  terminate  an  agreement 
(and  in  &e  case  of  a  skilled  nursing 
facility,  prior  to  the  end  of  the  specified 
term  of  such  agreement — see  §  405.604) 
if  the  Secretary  determines  that  the 
provider  of  services: 

*  *  «  *  * 

(3)  Fails  to  furnish  information  as  the 
Secretary  finds  to  be  necessary  for  a 
determination  as  to  whether  payments 
are  due  or  were  due  under  this  Part  405 
and  the  amounts  thereof  (including  the 
filing  of  uniform  reports  prescribed  by 
the  Secretary);  or 

PART  433~STATE  FISCAL 
ADMINISTRATION 

D.  Part  433  is  amended  by  adding  a 
'  new  §  433.39  to  read  as  follows; 


§  433.39  Uniform  reporting:  State  plan 
requirementa. 

A  State  plan  for  medical  assistance 
must  provide  that  the  State  agency  will 
require  providers  that  are  specified  in 
Part  402  of  this  chapter  to  meet  the 
applicable  requirements  of  Part  402  with 
respect  to  uniform  reporting. 

(Sec.  1102, 1121, 1861(v)(l)(F)  and  ig02(a)(40) 
of  the  Social  Security  Act  (42  U.S.C.  1302, 
1320a,  13g5x(v)(l)(F)  and  13g6a(A](40)) 
(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13.714,  Medical  Assistance 
Program;  No.  13.773,  Medicare-Hospital 
Insurance) 

Dated:  December  10, 1070. 

Leonard  D.  Schaeffer, 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  March  11, 1080. 

Patricia  Roberts  Harris, 

Secretary. 

Draft,  Regulatory  Analysis,  Proposed 
System  for  Hospital  Uniform  Reporting 

Department  of  Health.  Education,  and 
Welfare,  February  1980 

This  analysis  should  be  read  in 
conjunction  with  the  preamble  to  the 
proposed  regulations,  which  provides 
greater  detail  in  the  alternatives 
presented  and  presents  background  on 
the  System  for  Hospital  Uniform 
Reporting.  This  draft  does  not  contain 
all  of  the  details  and  calculations  and 
supporting  materials  used  by  the 
Department.  Requests  for  copies  of  the 
draft  or  explanations  of  specific  items 
can  be  adckessed  to  the  Office  of 
Research,  Demonstrations  and 
Statistics,  Department  of  Health, 
Education,  and  Welfare,  200 
Independence  Avenue,  SW, 

Washington,  D.C.  20201,  Attn:  James  M. 
Kaple,  Acting  Director. 

Introduction 

Executive  Order  12044,  "Improving 
Government  Regulation",  was  issued  by 
President  Carter  on  March  23, 1978.  The 
Order  requires,  among  other  things,  that 
regulations  be  drafted  to  assure  that 
compliance  burdens  be  held  to  a 
reasonable  minimum.  The  Order  also 
requires  that  regulations  with  "major 
economic  consequences"  receive  a 
"Regulatory  Analysis."  The  threshold 
level  for  a  Regulatory  Analysis  includes 
not  only  those  regulations  which  impose 
annual  costs  of  $100  million  or  more,  but 
also  those  which  meet  discretionary 
thresholds  set  by  the  agency.  Although 
hospital  uniform  reporting  will  not  meet 
the  $100  million  threshold,  it  does  meet 
two  discretionary  thresholds — a  $100 
million  difference  between  high  and  low 
cost  options,  and  exceptional 
controversy  over  costs — recently 
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adopted  by  HEW  (see  Federal  Register, 
Vol.  44,  No.  201,  October  16, 1979). 
Accordingly,  this  Regulatory  Analysis 
was  prepared  to  accompany  the 
proposed  regulations. 

Summary  of  Draft  Regulatory  Analysis 

In  analyzing  the  effect  of  this 
proposed  regulation  on  hospitals  we 
compared  seven  alternatives  for 
implementing  a  uniform  reporting 
system  out  of  the  literally  hundreds  we 
could  devise.  They  range  from  total 
conversion  of  a  hospital’s  day-to-day 
accoimting  system  to  a  uniform  method 
to  retention  of  the  current  Medicare 
.  reporting  system.  Although  HCFA  does 
not  have  the  authority  to  require  the  first 
of  these  alternatives  (total  conversion  of 
a  hospital’s  accounting  system)  and  the 
last  is  contrary  to  the  mandate  in  Pub.  L. 
95-142,  we  included  them  since  they 
represent  both  ends  of  the  spectrum; 
thus,  they  indicate  the  entire  range  of 
marginal  cost/burden  from  $0  to  $208 
million  for  the  first  year  of 
implementation.  These  figures  were 
extrapolated  from  a  study  conducted  for 
HCFA  by  Morris,  Davis  and  Company  of 
a  random  sample  of  fifty  hospitals 
across  the  United  States.  The  study  was 
commissioned  to  provide  a  basis  on 
which  to  estimate  the  nationwide 
implementation  and  operational  cost 
and  burden  of  the  System  for  Hospital 
Uniform  Reporting  (SHUR)  published  for 
comment  January  23, 1979  in  the  Federal 
Register  (44  FR  4741).  We  involved  the 
American  Hospital  Association  and  the 
Hospital  Financial  Management 
Association  in  developing  the 
methodology  for  the  study.  They  also 
reviewed  the  sample  of  hospitals  before 
the  study  was  commenced. 

In  seeking  the  most  cost  beneficial 
alternative,  we  utilized  public  comments 
on  the  January  23, 1979  Notice  of 
Proposed  Rulemaking  (NPRM)  and  the 
results  of  the  Morris,  Davis  and 
Company  study.  We  have  arrived  at  an 
alternative  which,  in  our  judgment,  is 
most  cost  effective  because  it 
substantially  eases  the  reporting  burden 
while  maintaining  the  quality  of  data  at 
a  level  to  meet  our  needs.  TMs 
alternative  requires  reclassification  of 
hospital  data  to  functional  reporting 
definitions,  but  allows  us  to  obtain 
quality  data  at  low  cost  by: 

1.  Allowing  sampling  of  statistics; 

2.  Requiring  only  limited  direct  costing 
to  the  cost  center  in  which  the  costs 
occur; 

3.  Minimizing  the  number  of  standard 
units  of  measure  which  must  be 
reported; 

4.  Increasing  the  dollar  level  or 
threshold  that  a  set  of  functions  must 
reach  in  a  cost  center  before  the  costs 


must  be  broken  out  and  reported  in 
separate  centers;  and 

5.  Making  several  other  changes  from 
earlier  proposals  to  reduce  the  difficulty 
of  reporting. 

A  detailed  discussion  of  these 
changes  is  found  in  the  proposed  rule 
which  accompanies  this  document. 

Using  these  approaches,  we  estimate 
that  the  proposed  system  will  cost  about 
$37  million  annually,  about  one-fourth  of 
the  cost  of  total  conversion  of 
accoimting  systems  to  a  uniform 
method.  $37  million  represents  only 
about  one  twentieth  of  one  percent  of 
the  $70.9  billion  in  total  hospital  costs  in 
the  United  States.  The  one-time  start-up 
cost  will  be  about  $19  million  *  less  than 
one  third  of  one  percent  of  the  annual 
increase  in  hospital  costs.  Put  another 
way,  the  average  hospital  has  annual 
costs  of  $10  million  of  which  it  bills 
Medicare  and  Medicaid  approximately 
$3.6  million.  The  proposed  system  will 
add  less  than  $2,700  in  start-up  costs 
and  about  $5,300  in  annual  costs  to  the 
budget  of  the  average  hospital. 

Offsetting  benefits  to  hospitals 
themselves,  though  difficult  to  estimate, 
could  easily  exceed  this  amount.  For 
example,  a  hospital  would  be  able  to 
identify  services  for  which  its  costs 
were  above  those  of  comparable 
hospitals,  and  make  management 
improvements.  Management 
improvements  of  even  1  percent  a  year 
in  efficiency  would  produce  savings 
several  times  greater  than  the  costs  of 
uniform  reporting.  We  do  not  expect  a 
significant  affect  on  reimbursement  in 
the  aggregate  although  uniform  cost 
reporting  will  eliminate  inequitable 
reimbursement.  As  a  result,  we  have  not 
estimated  any  savings  to  the  Federal 
government  arising  from  uniform  cost 
reporting. 

All  of  the  alternatives  we  considered 
which  could  be  implemented  under  the 
law,  meet  the  purpose  of  uniform 
reporting.  The  purpose  is  to  obtain 
comparable  cost  and  related  data  from 
all  hospitals  participating  in  Medicare 
and  Medicaid.  The  data  will  be  used; 

•  To  provide  a  more  rational  and 
equitable  reimbursement  system  for 
HCFA; 

•  To  improve  the  capacity  to  detect 
fraud,  abuse  and  waste; 

•  To  provide  year-to-year  and  inter- 
institutional  comparisons  of  hospital 
expenditures,  productivity  and 
utilization  of  services; 

•  To  support  cost  containment 
objectives; 

’The  actual  cost  for  individual  hospitals  could 
vary  widely.  Costs  will  be  negligible  in  States  that 
have  already  adopted  uniform  reporting  systems. 

For  others  the  costs  could  be  higher. 


•  To  reduce  burden  of  other  data 
collection  requirements  on  hospitals; 

•  To  assist  private,  local.  State  and 
Federal  agencies  and  health  planners  to 
carry  out  their  respective  program 
objectives; 

•  To  support  informed  policy 
decisions  and  effect  reimbursement 
reform  for  Federal  programs; 

•  To  assist  State  regulators  in 
carrying  out  State  program  objectives; 
and 

•  To  provide  hospitals  with 
comparative  information  to  facilitate 
more  productive  use  of  resources. 

Each  of  the  alternatives  we  examined 
would  substantially  promote  the 
achievement  of  these  objectives. 
However,  when  the  alternatives  are 
contrasted  it  is  clear  that  there  is  a 
steady  decrease  in  cost  and  reporting 
burden  without  a  comparable  decrease 
in  the  number  of  reporting  items, 
accuracy  and  reliability  of  the  data 
obtained. 

We  cannot  justify  the  substantially 
greater  costs  and  reporting  burden  of  the 
higher  cost  alternatives  on  the  basis  of  a 
more  modest  increase  in  the  degree  of 
accuracy  and  the  degree  of  opportimity 
to  use  data  for  more  sophisticated 
analysis. 

The  Annual  Hospital  Report  will 
provide,  at  a  minimum  cost,  an  accurate 
comparison  of  the  efficiency  and  costs 
of  hospitals  under  the  Medicaid  and 
Medicare  programs. 

Background 

When  the  Medicaid  and  Medicare 
programs  began,  their  expenditures  for 
all  hospital  services,  representing  20 
percent  of  the  total,  were  approximately 
$3  billion.  In  1978,  total  Medicaid  and 
Medicare  hospital  expenditures 
exceeded  $25  billion — a  staggering 
increase.  The  two  Federal  financing 
programs  reimbursed  over  35  percent  of 
the  almost  $70.9  billion  this  coimtry 
spent  on  hospital  care. 

The  Annual  Hospital  Report  has  been 
developed  in  direct  response  to  the 
legislative  mandate  contained  in  Section 
19  of  Pub.  L.  95-142.  The  legislation  to 
require  improved  financial  and 
statistical  data  has  grown  from  Federal, 
State  and  local  government  concern 
over  the  rising  costs  of  health  care. 
Attempts  to  control  institutional  costs 
through  rate  regulation  and  peer  group 
limits  on  rates  of  increase  (Section  223 
of  the  1972  Social  Security  amendments) 
led  to  the  realization  that  current 
methods  of  reporting  the  costs  and 
volume  of  services  do  not  provide 
adequate  data  to  make  accurate, 
comparable,  and  equitable 
reimbursement  decisions. 


17906 


Federal  Register  /  Vol.  45,  No.  55  /  Wednesday.  March  t9,  1980  /  Proposed  Rules 


Congress  recognized  this  and  in  1974 
passed  the  National  Health  Planning 
and  Resources  Development  Act  (Pub.  L. 
93-641).  Section  1533(d)  of  this  act  set  as 
a  national  priority  of  the  Federal 
government,  the  development  of  uniform 
systems  of  cost  accounting,  reporting, 
classification,  and  rate  setting  for 
institutional  health  care  providers.  In 
October  of  1977  Congress  passed  Pub.  L 
95-142 — generally  known  as  the 
Medicare-Medicaid  Anti-Fraud  and 
Abuse  Amendments.  Section  19  of  this 
law  requires  the  Secretary  to  establish 
by  regulation  a  uniform  system  for 
reporting  cost  and  volume  data  for  the 
various  functional  activities  in  health 
services  facilities  which  receive 
payments  under  titles  XVIU  and  XIX. 
Uniform  reporting  systems  are  also 
required  for  discharge  and  billing  data. 

Section  19  does  not  mandate  imiform 
accounting.  Rather,  Section  19  requires  a 
hospital  to  employ  a  chart  of  accounts, 
definitions,  principles  and  statistics 
prescribed  by  the  Secretary  in  order  to 
reconcile  (or  reclassify)  data  from  its 
own  internal  accounting  system  to 
specified  functional  cost  centers  in  a  ■ 
uniform  reporting  system. 

The  Congress  specifically  defined  a 
number  of  requirements.  For  example: 

No  day-to-day  accounting  system  was 
to  be  required. 

A  functional  chart  of  accounts  was  to 
be  developed. 

The  chart  of  accounts,  definitions,  and 
principles  specified  by  the  Secretary 
were  to  be  employed  in  reconciling  a 
hospitals  internal  records  to  the 
reporting  system. 

The  Committee  Reports  of  the  Senate 
Finance  Coiximittee,  House  Committee 
on  Ways  and  Means,  and  House 
Committee  on  Interstate  and  Foreign 
Commerce  on  Section  19  of  Pub.  L  95- 
142  illustrate  the  Congressional  concern 
about  existing  reporting  requirements. 
They  include  the  following  statements: 

"A  persistent  problem  under  the  Medicare 
and  Medicaid  programs,  as  currently 
structured,  is  the  presence  of  variations  in  the 
information  contained  in  the  Medicare  and 
Medicaid  cost  reports.” 

“The  committee(s)  believe  it  is  necessary  to 
correct  the  deficiencies  in  the  present 
reporting  system  under  these  programs." 

“The  existence  of  comparable  cost  and 
related  data  is  essential  for 

Effective  cost  and  policy  analysis. 

Assessment  of  alternative  reimbursement 
mechanisms. 

Identification  and  control  of  fi'aud  and 
abuse.” 

“Each  institution  *  *  *  performing  a 
function  *  *  *  should  be  required  to  report  on 
*  *  *  functions  in  the  same  way,  e.g.,  •  *  * 
x-ray  costs.” 

Current  Medicare  reporting 
requirements  allow  great  flexibility  with 


regard  to  grouping  and  presentation  of 
cost  information.  The  new  reporting 
requirements  will  limit  some  of  those 
options.  Under  the  proposed  rule 
hospitals  would  be  required  to  report 
cost  and  utilization  data  in  accordance 
with  the  Annual  Hospital  Report. 

The  Annual  Hospital  Report  will 
totally  integrate  functional  reporting 
requirements  with  the  Medic..re  cost 
report  This  new  report  will  continue  to 
be  submitted  to  the  fiscal 
intermediaries. 

We  have  taken  great  care  in  the 
development  of  this  reporting  system  to 
alleviate  unnecessary  reporting  burden 
and  to  coordinate  and  consolidate 
reporting  for  the  HCFA  programs  with 
other  Department  reporting 
requirements  to  the  extent  possible.  The 
AI^  also  incorporates  the  Health 
Facilities  Minimum  Data  Set  currently 
reported  separately  to  the  Public  Health 
Service. 

The  NPRM  would  require  that  the 
uniform  chart  of  accoimts,  definitions, 
principles  and  statistics  specified  be 
employed  as  a  tool  for  hospitals  to 
recon(^e  their  internal  books  and 
records  to  meet  the  functional  reporting 
requirements.  This  NPRM  would  not 
require  institutions  to  implement  the 
chart  of  accounts  for  their  day-to-day 
accounting  system.  The  reporting 
requirements  include  clear,  concise 
specifications  of  what  costs  are  to  be 
included  in  each  of  the  various 
functional  cost  centers  for  reporting 
purposes. 

We  chose  the  functional  cost  center 
approach  because  (a)  it  is  the  single 
available  method  of  obtaining  cross¬ 
hospital  comparable  data  and  (b)  it  is 
required  in  the  legislation.  The  niunber 
of  functional  cost  centers  in  the  Annual 
Hospital  Report  approximate  those  in 
the  American  Hospital  Association 
chart  of  accounts  and  the  accounting 
systems  operating  in  California, 
Washington  and  Arizona. 

The  report  also  contains  specific 
statistical  requirements  for  each  cost 
center.  These  statistics  are  necessary  in 
order  to  meet  the  legislative  mandate  to 
obtain  data  which  can  be  used  to  make 
comparisons  of  productivity  among 
hospitals.  We  have  carefully  selected 
these  statistics  after  consultation  with 
the  industry  over  the  past  three  years. 
We  believe  they  are  the  best 
productivity  statistics  available  today. 

Section  19  requires  the  Secretary,  in 
the  development  of  uniform  reporting 
systems,  to  consult  with  interested 
parties.  We  have  consulted  extensively 
over  a  period  of  more  than  two  years 
with  major  industry  associations, 
account^  firms,  health  planners,  and 
other  interested  parties.  We  have  held 


meetings  with  these  organizations  and 
have  received  their  comments  on  draft 
versions  of  the  proposed  system. 

We  published  a  Notice  of  Proposed 
Rulemaking  for  these  regulations  on 
January  23, 1979,  in  the  Federal  Register 
(44  FR  4741).  We  provided  90  days  for 
public  comments.  We  distributed  more 
than  lO.OOd  copies  of  the  draft  manual  to 
interested  parties.  During  this  period,  we 
received  approximately  2,237 
communications  in  response  to  the 
proposed  rule.  Among  those  who  wrote 
were  1,550  hospitals,  98  hospital  and 
professional  associations,  and  46 
accoimting  and  consulting  firms,  as  well 
as  individual  members  of  Congress, 

State  and  local  health  planning 
agencies,  rate  setting  agencies, 
insurance  companies,  professional 
groups,  and  consumers. 

We  have  avoided  technical  language 
in  this  analysis  to  the  greatest  possible 
extent  (except  where  absolutely 
necessary  to  convey  the  meaning 
desired).  To  place  diis  analysis  in 
perspective  for  the  public  at  large,  we 
have  attached  a  glossary  of  many  of  the 
terms  used  in  this  analysis. 

Analysis  of  Alternatives 

In  preparing  the  AHR,  HCFA  sought 
to  identify  burden  reducing  alternatives, 
as  required  by  E.0. 12044.  Out  of  the 
literally  hun^eds  of  possible 
approaches  which  could  be  considered 
in  developing  alternative  hospital  cost 
reporting  systems  we  have  considered 
five  basic  alternatives  which  represent 
meaningful  options.  For  comparison 
purposes,  we  have  added  two  additional 
alternatives  which  we  do  not  have  the 
authority  to  implement  imder  current 
law  but  which  represent  the  highest  and 
the  lowest  cost  options. 

The  first  alternative.  Alternative  A, 
provides  the  most  comprehensive  and 
highest  quality  data  and  entails  the 
complete  conversion  of  hospital 
accounting  systems  for  both  uniform 
accounting  and  uniform  cost  reporting 
purposes.  It  is  the  most  costly 
alternative  and  is  provided  for 
comparison  purposes  only  since  we  do 
not  have  the  authority  to  implement  a 
system  of  this  scope.  Alternative  F 
provides  less  comprehensive  and  lesser 
quality  data  at  significantly  lower  cost 
while  meeting  HCFA’s  basic  needs  as 
stated  in  the  statute.  Alternative  G  was 
included  for  comparison  purposes  only, 
since  it  does  not  meet  the  requirement  of 
the  law.  Figure  1  attached  identifies  the 
projected  average  cost  to  hospitals  of 
each  alternative  by  start  up  (planning 
and  other  one-time  costs)  and  annual 
operating  costs.  The  actual  cost  to  a 
hospital  will  be  negligible  for  the  21 
percent  of  the  hospitals  in  States  that 
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have  already  adopted  uniform  reporting 
but  will  be  higher  than  average  for 
others.  All  of  the  alternatives  assume 
that  uniform  reporting  will  be  linked  to 
reimbursement  Although  the  industry 
has  suggested  that  they  provide  uniform 
data  on  one  report  and  be  reimbursed 
on  the  basis  of  a  different  report  we  do 
not  consider  that  a  viable,  nor  legally 
defensible  alternative.  Therefore,  we 
have  not  included  it  in  this  analysis. 
These  changes  and  cost  differences  are 
more  clearly  articulated  in  the 
description  of  each  alternative  listed 
below: 

It  is  important  to  note  that  the  full 
e^ect  of  die  reduced  reporting  burden 
reflected  in  Alternative  F  is  not 
displayed  in  our  charts.  Probably  the 
most  important  burden  measure  for  the 
small  hospital  is  the  definition  of 
“significance.”  Costs  which  had  reached 
a  “significant"  dollar  threshold  must  be 
reclassified  to  the  proper  cost  center 
while  smaller  amounts  which  do  not 
meet  the  threshold  need  not  be  broken 
out  and  reported  in  separate  centers. 

The  currendy  proposed  alternative 
raises  the  level  of  “significance”  from 
$1,000  or  1  percent  of  the  direct  costs  of 
the  center  to  the  greater  of  $5,000  or  5 
percent  of  the  direct  costs  of  the  center. 
No  costs  which  are  below  these 
amoimts  need  be  adjusted  for  reporting 
purposes.  This  greatly  reduces  the 
number  of  entries  for  smaller  hospitals 
as  compared  to  the  earlier  NPRM.  The 
reduction  in  burden  resulting  cannot  be 
specifically  measured. 

Raising  the  threshold  to  $5,000  in  itself 
is  an  important  amount  to  a  small 
hospital  However,  the  five  percent 
alternative  could  raise  the  amount  easily 
to  twice  that  figiu«.  For  example,  a 
small  hospital  having  total  expenses  of 
only  $2  million  (about  50  beds)  could 
easily  have  $200,000  of  its  costs  in  a 
partiuclar  cost  center.  For  that  cost 
center  no  reclassification  of  a  particular 
set  of  costs  to  a  separate  center  would 
be  required  until  it  exceeds  $10,000  (5 
percent  of  the  $200,000). 

Listed  below  are  the  seven 
alternatives  which  we  assessed  and 
compared  when  developing  cmd  revising 
the  manual.  All  of  these  alternatives 
except  foi  Alternative  G  would  have  the 
following  advantages  and 
disadvantages  in  achieving  the 
objectives  of  uniform  reporting. 

Advantages 

1.  Provide  a  more  rational  and 
equitable  reimbursement  system  for 
HCFA. 

The  data  format  would  accurately 
identify  hospital  costs  for  providing 
services  wi&out  including  extraneous 
factors  which  vary  across  institutions.  It 


does  so  by  concisely  defining  areas  in 
which  costs  must  be  reported  (cost 
centers)  and  the  units  related  to  the 
services  provided  by  which  these  costs 
can  be  compared  (Standard  Units  of 
Measure).  The  Annual  Hospital  Report 
will  readily  support  and  permit  changes 
in  reimbursement  methodology — 
changes  which  are  facilitated  by  the 
accurate  comparisons  it  makes  possible. 

2.  Improve  the  capacity  to  detect  fi'aud 
and  abuse. 

Cost  data  by  functional  category 
could  be  compared  as  a  tool  in 
identifying  instances  of  fraud,  abuse  and 
waste. 

3.  Provide  year-to-year  and  inter- 
institutional  comparisons  and 
monitoring  of  hospital  expenditures, 
productivity  and  utilization  of  services. 

Comparable  data  would  highlight 
hospitals  whose  costs,  productivity  or 
utilization  of  services  are 
disproportionate  to  the  services 
rendered. 

4.  Support  cost  containment 
objectives. 

The  data  would  provide  an 
indispensible  tool  in  establishing 
rational  limits  on  hospital  costs  and  in 
providing  equitable  reimbursement  to 
hospitals  regardless  of  the 
reimbursement  methodology  employed. 

5.  Reduce  other  data  collection  on 
hospitals. 

llie  Annual  Hospital  Report  meets  the 
Hospital  Facilities  Minimum  Data  Set 
(HFMDS)  needs  of  the  National  Center 
for  Heal&  Statistics.  Incorporating  the 
HFMDS  items  in  the  report,  alleviates 
the  need  for  many  of  the  current  hospital 
surveys.  Total  savings  to  hospitals 
cannot  be  estimated  with  precision  but 
are  probably  in  the  millions  of  dollars 
annually. 

In  ad^tion,  as  many  as  eight  states 
are  actively  considering  requiring 
uniform  cost  reporting  (over  and  above 
the  six  States  which  already  had  one), 
so  that  AHR  will  provide  a  base  data  set 
that  needs  only  those  supplements  a 
State  wants  for  its  unique 
circumstances.  This  would  substantially 
avoid  the  need  for  States  to  develop 
their  own  separate  systems  and  should 
reduce  collection,  processing  and 
auditing  costs  at  the  State  leveL 

•  Assists  private,  local  State  and 
Federal  agencies  and.  health  planners  to 
carry  out  their  respective  program 
objectives. 

•  State  agencies — ^measure  health 
status  of  the  population;  recognize 
patterns  of  utilization;  evaluate 
effectiveness  of  programs. 

•  Health  planners — gather  inventory 
of  health  services,  measure  utilization  of 
services;  find  cost  efficiencies:  evaluate 
financial  feasibility  of  projects. 


•  Lending  institutions  and  investors — 
aid  in  deciding  the  financial  viability  of 
projects  for  debt  financing. 

•  State  regulators — reimbursement 
and  other  policy  analysis. 

•  Hospital  management — evaluate  of 
the  competitive  position  of  the 
institution,  help  measure  departmental 
productivity,  help  develop  charge 
schedules. 

Disadvantages 

1.  Hospitals  would  incur  additional 
cost  because  of  the  collection  and 
reporting  of  more  data  than  previously 
gathered. 

2.  Other  advantages  and 
disadvantages  specific  to  the  various 
alternatives  are  listed  with  the 
alternative  to  which  they  apply. 

Alternative  A 

Description 

This  alternative  would  require 
hospitals  to  report  financial  (revenue 
and  expense)  and  statistical  data  using 
the  System  for  Hospital  Uniform 
Reporting  (SHUR)  as  promulgated  in  the 
January  23, 1979  I^RM  but  in  addition, 
adopt  and  use  on  a  day-to-day  basis  as 
their  actual  accounting  system  the 
functionally  defined  revenue/cost 
centers  containted  in  the  chart  of 
accounts  set  forth  in  the  SHUR  manual. 
In  addition,  the  required  statistical  data 
would  be  accumulated  daily  in  the 
books  and  records  of  the  hospital.  No 
reclassification  or  sampling  to  collect 
the  data  would  be  necessary,  for  the 
data  to  complete  the  required  uniform 
reporting  portion  of  the  SHUR  report 
would  come  directly  from  the  hospital’s 
books  and  records. 

The  statute  does  not  allow  HCFA  to 
require  hospitals  to  use  a  uniform 
accounting  system  on  a  day-to-day  basis 
but  it  is  included  here  for  comparison 
purposes.  However,  hospitals  could 
elect  to  implement  SHUR  for  accounting 
as  well  as  for  uniform  reporting 
purposes,  and  HCFA  would  reimburse 
hospitals  for  a  proportion  of  the 
expenses  incurred  as  part  of  its  share  of 
administrative  overhead. 

Estimated  Cost 

Based  on  the  study  completed  by 
Morris,  Davis  and  Company,  we 
estimate  the  first  year  cost  for  adoption 
of  SHUR  as  an  accounting  system  in 
1978  dollars  to  be  $208.3  million  for 
hospitals  nationwide,  with  a  possible 
standard  error  of  plus  or  minus  $43.9 
million.  We  estimate  the  annual  cost  for 
the  second  and  subsequent  years  to  be 
$132  million.  The  average  first  and 
second  year  cost  per  hospital  is 
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approximately  $30,420  and  $19,280, 
respectively. 

In  order  to  arrive  at  these  estimates  * 
we  used  a  sampling  frame  of  the  1975 
providers  of  services  files  of  short  term 
hospitals.  This  file  contained  5,870 
Me^care  and  Medicaid  providers 
grouped  into  five  bed  size  categories.. 
The  1978  providers  of  services  file 
contains  6,167  short-term  and  681  long¬ 
term  providers.  These  were  allocated  to 
the  bed  size  categories  under  the 
assumption  that  the  distribution  by  bed 
size  was  the  same  in  1978  as  it  was  in 
1975. 

The  costs  used  in  this  extrapolation 
were  developed  in  the  following  way  for 
each  hospital  in  the  study: 

1.  Hospitals  completed  questionnaires 
to  identify  differences  between  current 
data  capabilities  and  the  reporting 
requirements. 

2.  Questionnaires  were  reviewed  by 
hospital  and  project  staff  to  list 
differences  (called  incompatibilities). 

3.  Staff  determined  whether 
incompatibilities  could  be  resolved  by 
simple  reclassification. 

4.  Where  a  simple  reclassification  for 
an  incompatibility  was  not  possible, 
staff  determined,  in  conjunction  with 
hospital  staff,  a  reasonable  and 
acceptable  estimation  approach  for 
obtaining  data. 

5.  For  each  incompatibility,  staff  and 
hospital  management  determined: 

Hospital  person  who  would  perform 
function 

Related  salary  and  hinge  benefits 
Extra  staff  required 
Whether  “new  hires”  were  necessary 
Cost  of  additional  supplies  and  equipment 
Incemental  computer  costs 

6.  Staff  determined  hospital  system  to 
be  modified  for  each  incompatibility. 

7.  Staff  documented  nature  of  eac^ 
system:  reports  generated,  input  forms, 
method  of  processing,  type  of  computer, 
ai}d  other  relevant  characteristics. 

8.  Staff  and  hospital  personnel 
determined  most  likely  approach  to 
implement  the  changes. 

9.  Staff  and  hospital  personnel 
determined  incremental  components  of 
costs. 

10.  Staff  summarized  cost  estimates 
and  reviewed  with  hospital 
management. 

11.  Project  managers  reviewed 
findings  and  documentation. 

12.  Staff  sorted  and  analyzed  cost 
estimates  and  documentation. 

Once  these  study  costs  were 
identified,  the  1978  bed  size  fi'equencies 
were  applied  to  the  average  first  year 
cost  determined  for  each  bed  size 
grouping  reviewed  by  the  study  (see 
Figure  2). 


This  estimate  is  comparable  with  that 
of  the  $180  million  figure  mentioned  by 
the  American  Hospital  Association  in 
testimony  before  the  Subcommittee  on 
Health  of  the  House  Committee  on 
Ways  and  Means  on  the  cost  of 
implementing  SHUR.  This  association 
has  continually  contended  that  hospitals 
would  have  to  implement  the  uniform 
reporting  system  on  a  day-to-day  basis, 
and  has  prepared  its  cost  estimates  on 
that  basis,  even  though  SHUR  (and 
AHR)  do  not  in  fact  impose  su^  a 
requirement. 

Additional  Advantages  of  This 
Alternative 

1.  Once  the  system  was  implemented 
by  the  hospitals,  reporting  demands  of 
HCFA  and  of  virtually  every  pertinent 
regulatory  body  could  be  met  easily  and 
at  minimum  additional  cost. 

2.  No  reclassification  of  the  recorded 
financial  and  statistical  data  would  be 
needed  to  transcribe  the  data  onto  the 
prescribed  reporting  forms. 

3.  Hospitals  would  be  able  to  keep 
accurate  and  up-to-the-minute  account 
of  the  requirements  for  and  consumption 
of  their  resources  of  goods,  capital  and 
labor  and  productive  output  of  services 
rendered. 

4.  Hospitals  would  have  an  effective 
means  of  ascertaining  their  own 
efficiency  when  measured  against  other 
providers,  since  they  could  compare 
their  cost  data  accurately  on  a  local, 
regional  or  nationwide  basis. 

5.  The  report  would  provide  the  most 
comprehensive  and  hipest  quality 
information. 

Additional  Disadvantages  of  This 
Alternative 

1.  Hospitals  would  have  to  reorganize 
their  internal  organization  and  data 
systems  to  coincide  with  the  functional 
definitions  set  forth  in  SHUR. 

2.  This  is  by  far  the  most  costly 
alternative  (see  Figure  1). 

Alternative  B 

Description 

This  alternative  would  require 
hospitals  to  report  financial  (revenue 
and  expense)  and  statistical  data  using 
the  System  for  Hospital  Uniform 
Reporting  (SHUR)  as  promulgated  in  the 
January  23, 1979  I^RM.  This  alternative 
differs  fi-om  Alternative  A  as  follows: 

1.  Hospitals  would  not  adopt  SHUR  as 
their  actual  accoimting  system  or  use 
the  SHUR  chart  of  accounts,  definitions 
and  principles  on  a  day-to-day  basis. 

2.  Hospitals  would  reclassify  (adjust) 
their  cost  into  the  SHUR  cost  centers  at 
the  end  of  their  fiscal  year. 

Hospitals  woidd  report  financial  data 
by  reclassifying  data  firom  the  hospital’s 


books  and  records  to  meet  the  reporting 
system  specifications.  Cost  studies 
would  be  allowed  to  determine  the 
amounts  to  be  reclassified.  Direct 
assignment  of  costs  as  they  are  incurred 
to  specified  cost  centers  of  the  following 
expense  items  would  be  required: 

1.  Depreciation  on  movable  equipment 

2.  Payroll-related  employee  benehts 

3.  Non-payroll-related  employee  benefits 

4.  Non-chargeable  supplies 

5.  Non-chargeable  dr^s 

6.  Non-capitalizable  non-routine 
maintenance  and  repairs 

7.  Data  processing  services 

8.  Central  patient  transportation 

This  alternative  would  require 
hospitals  to  accumulate  actual  counts  of 
Standard  Units  of  Measure  and  other 
statistical  data.  No  sampling  would  be 
allowed  to  collect  these  data. 

Estimated  Cost 

Based  on  the  Morris,  Davis  and 
Company  study,  the  first  year  cost  of 
this  alternative  would  be  $106  million 
(approximately  $15,480  per  hospital)  or 
approximately  49  percent  less  ffian 
Alternative  A.  This  lower  cost  results 
primarily  because  hospitals  can  avoid 
revising  their  internal  accounting 
system. 

The  annual  cost  for  the  second  and 
subsequent  years  is  estimated  to  be  $87 
million,  or  approximately  $12,700  per 
hospital. 

Additional  Advantages  of  This 
Alternative 

This  alternative  would  allow  hospitals 
to  maintain  their  responsibility-oriented 
accounting  system.  Hospitals  would 
meet  the  Vandal  data  reporting 
requirements  by  reclassifying  such  data 
fi'om  their  books  and  records.  Hospital 
strongly  support  the  need  for  an 
organizationally  oriented  accounting 
system  in  order  to  effectively  manage 
their  operations;  therefore,  this 
alternative  would  be  more  favorable  to 
them.  , 

Additional  Disadvantages  of  This 
Alternative 

The  disadvantage  of  this  alternative 
compared  to  Alternative  A  is  that  any 
trends  or  comparisons  could  be  made 
only  on  an  annual  basis  when  the  data 
were  aggregated  and  furnished  in  the 
required  form.  However,  we  believe  that 
even  on  a  yearly  basis  comparison 
woidd  be  invaluable  to  the  providers 
and  the  authorities  who  regulate  them. 

Alternative  C 
Descriptian 

This  alternative  would  require 
hospitals  to  report  financial  and 
statistical  data  using  SHUR  as 
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promulgated  in  the  January  23, 1979 
NPRM  and  as  outlined  in  Alternative  B 
except  that  sampling  of  Standard  Units 
of  Measure  and  other  statistical  data 
would  be  permitted. 

Estimated  Cost 

This  alternative  was  the  subject  of 
option  1  of  the  Morris,  Davis  and 
Company  study.  The  first  year  cost 
extrapolated  by  HCFA  is  estimated  to 
be  $70  million  for  all  hospitals 
nationwide  (approximately  $10,220  per 
hospital),  or  a  66.4  percent  savings  over 
Alternative  A.  The  second  and 
subsequent  years'  annual  cost  is 
estimated  to  be  $51  million,  or 
approximately  $7,450  per  hospital. 

Additional  Advantages  of  This 
Alternative 

Hospitals  could  maintain  their 
responsibility-oriented  accounting  ^ 
systems  and  meet  the  reporting 
requirements  of  SHUR  through 
reclassification  of  data  as  necessary. 

Additional  Disadvantages  of  This 
Alternative 

The  disadvantages  of  this  alternative 
are  the  same  as  for  Alternative  B.  In 
addition,  from  a  statistical  viewpoint, 
there  would  be  some  decrease  in  the 
reliability  of  the  data  gathered.  Statistics 
fi'om  data  collected  continuously  should, 
in  theory,  be  more  reliable  than  those 
extrapolated  fivm  data  collected  only  on 
a  sample  basis.  However  this  alternative 
should  provide  a  reasonable  means  of 
accurately  comparing  the  efficiency  of 
various  providers  while  providing  them 
with  a  tool  to  make  more  effective  use  of 
their  resources. 

Alternative  D 

Description 

This  alternative  would  require 
hospitals  to  report  financial  and 
statistical  data  using  SHUR  as 
promulgated  in  the  January  23, 1979 
NPRM  except  that  sampling  of  statistical 
data  would  be  allowed  and  the  number 
of  items  to  be  direct  costed  to  the  cost 
centers  in  which  the  costs  are  incurred 
has  been  limited.  Of  the  direct- 
assignment  expenses  (expenses  placed 
directly  in  cost  centers  without 
apportionment)  listed  in  Alternative  B, 
only  the  following  expense  items  would 
be  retained: 

1.  Payroll-related  employee  benefits 

2.  Non-chargeable  supplies 

3.  Data  processing  services 

Estimated  Cost 

The  first  year  cost  of  this  alternative 
is  estimated  to  be  $62  million 
approximately  $9,100  per  hospital  or 


about  70  percent  less  than  Alternative 
A.  The  annual  cost  for  the  second  and 
subsequent  years  is  estimated  to  be  $43 
million  or  approximately  $6,300  per 
hospital. 

Additional  Advantages  of  This 
Alternative 

The  additional  advantage  of  this 
alternative  is  the  reduction  in  costs. 

Additional  Disadvantages  of  This 
Alternative 

There  would  be  a  further  decrease  in 
the  accimacy  of  expense  data  reported 
because  fewer  specified  expenses  would 
be  assigned  to  cost  centers  actually 
incurring  the  expense. 

Alternative  E 

Description 

This  alternative  would  be  the  same  as 
Alternative  D  except  the  number  of 
Standard  units  of  measure  (SUMs)  to  be 
reported  would  be  reduced  fi*om  94  to 
59.  (Those  SUMs  eliminated  are  related 
to  the  non-revenue  producing  overhead 
cost  centers). 

Estimated  Cost 

The  estimated  first  year  cost  of  this 
alternative  is  $58  million  (approximately 
$8,470  per  hospital),  or  72  percent  less 
than  Alternative  A.  This  results  from  the 
elimination  of  35  data  items.  The 
estimated  cost  for  the  second  and 
subsequent  years  is  $39  million,  or 
approximately  $5,700  per  hospital. 

Additional  Advantages  of  This 
Alternative 

The  reporting  burden  is  further 
reduced  by  the  elimination  of  the 
collection  and  reporting  of  35  data  items. 

Additional  Disadvantages  of  This 
Alternative 

There  would  be  a  loss  in  some  data 
analysis  capability  in  the  areas  of  cost 
per  unit  of  service.  For  example,  the  cost 
of  the  Medical  Records  activity  could 
not  be  compared  fi'om  one  hospital  to 
another  as  no  standard  measurement 
unit  would  be  reported  and  comparison 
of  total  expenses  to  total  expenses 
would  be  meaningless. 

Alternative  F 

Description 

This  alternative  would  be  the  same  as 
Alternative  E  except  that  the  reporting 
burden  would  be  reduced  by  making 
other  changes  to  the  SHUR,  such  as  not 
requiring  hospitals  to  report  separate 
cost  allocation  statistics. 


Estimated  Cost 

The  first  year  cost  of  this  alternative 
is  estimated  to  be  $56  million 
(approximately  $8,000  per  hospital),  or  a 
reduction  of  approximately  73  percent 
over  Alternative.  The  estimated  second 
and  subsequent  year  cost  is  $37  million, 
or  approximately  $5,300  per  hospital, 
additionally,  these  estimated  do  not 
include  projected  savings  resulting  fit)m 
the  fivefold  increase  in  the 
reclassification  threshold. 

Additional  Advantages  of  This 
Alternative 

In  addition  to  the  advantages 
mentioned  in  Alternative  E,  the 
reporting  burden  would  be  reduced  even 
more  by  elimination  of  the  uniform 
reporting  cost  allocation  data  items  and 
other  miscellaneous  changes. 

Additional  Disadvantages  of  This 
Alternative 

None  of  serious  consequence  when 
compared  to  the  benefit. 

Alternative  G 

Description 

This  alternative  would  maintain  the 
current  Medicare  reporting  requirements 
without  adding  uniform  reporting 
requirements. 

Estimated  Costs 

There  is  no  new  cost  for  this 
alternative  as  hospitals  would  continue 
to  report  as  they  do  now.  However, 
many  States  are  likely  to  require  SHUR- 
like  systems  for  their  own  purposes; 
therefore,  hospitals  might  actually  spend 
more  than  under  alternative  F. 

Advantages 

1.  Hospitals  might  incur  no  additional 
cost,  depending  on  the  State. 

2.  Hospital  systems  changes  would 
not  be  necessary. 

3.  No  new  data  items  would  have  to 
be  collected. 

Disadvantages 

The  following  disadvantages  would 
result  if  this  alternative  was  selected. 

1.  HCFA  would  not  meet  the  statutory 
requirement  of  Section  19  of  Pub.  L  95- 
142. 

2.  Hospitals  would  continue  to  be 
reimbursed  differently  for  identical  costs 
depending  on  the  accounting  method 
used. 

3.  HCFA’s  capacity  to  detect  fraud 
and  abuse  would  not  be  improved. 

4.  No  nationally  uniform  year-to-year 
and  inter-institutional  comparisons  of 
utilization  of  service  by  program 
beneficiaries  and  cost  of  providing 
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services  to  benenciaries  would  be 
prssible. 

5.  Data  collected  to  support  cost 
containment  objectives,  to  support 
informed  policy  decisions,  or  to  effect 
reimbursement  reform  for  Federal 
programs  would  be  considerably  less 
useful. 

6.  No  integration  of  the  various  HEW 
reporting  systems  would  be  possible, 
e.g.,  the  Cooperative  Health  Statistics 
System  would  continue  to  exist  as  a 
separate  reporting  system. 

7.  Local,  State  and  Federal  agencies 
monitoring  the  health  system  would  not 
have  the  benefit  of  comparable  data. 

8.  A  system  to  gather  statistics  to 
monitor  health  planning  guidelines 
would  have  to  be  developed  by  each 
State. 

9.  Capability  to  monitor  hospital 
expenditures,  utilization  and 
productivity  would  not  be  improved. 

Alternatives  Chosen 

The  General  Accounting  Office  is  its 
report  to  Congress  on  the  System  for 
Hospital  Uniform  Reporting  stated  that 
“For  a  number  of  reasons,  we  feel  that 
HCFA’s  estimate  of  $70.2  could  be 
overstated  or  understated.”  The  report 
enumerated  a  number  of  reasons  for  this 
and  went  on  to  state  “In  our  view,  the 
biggest  benefit  of  the  Morris-Davis  study 
was  the  identification  of  those  SHUR 
requirements  which  impose  the  largest 
reporting  burden  for  hospitals.  This 
information  has  provided  HCFA  with 
some  rational  basis  for  modifying  SHUR 
before  it  is  issued  in  final  form.”  We 
have  used  the  Morris-Davis  study  and 
the  public  comments  to  identify  the 
various  alternatives  which  were  listed 
above  and  to  select  a  final  alternative. 

We  chose  Alternative  F  because  it  is 
the  most  cost-effective  method  of 
carrying  out  the  mandate  of  the 
Congress  for  a  uniform  reporting  system. 

This  alternative  meets  Ae  purpose  of 
uniform  reporting  which  is  to  obtain 
comparable  cost  and  related  data  form 
all  participating  hospitals.  The  specific 
objectives  have  been  cited  earlier. 

The  total  first-year  cost  of  this 
alternative  is  $56  million  (one  time  cost 
of  $19  million  and  annual  cost  of  $37 
million)*  as  contrasted  with  $208  million 

*The  actual  cost  range  is  between  $44  million  and 
$68  million  given  the  size  of  the  sampling  error  in 
the  Morris,  Davis  and  Company  study. 


for  Alternative  A.  This  would  be  an 
average  of  $8,000  in  the  first  year  for 
each  hospital  ($2,700  for  one-time  start¬ 
up  and  $5,300  for  operation)  and  an 
average  of  $5,300  for  operation  each 
following  year.  HCFA  would  pay 
approximately  one-third  of  that  cost  as 
its  share  of  administrative  overhead.  We 
cannot  justify  the  immensely  greater 
costs  and  reporting  burden  of  the  other 
alternatives  on  the  basis  of  a 
substantially  more  modest  degree  of 
accuracy  and  a  small  increase  in  the 
data  analysis  opportunities. 

This  alternative  will  provide  at  a 
minimum  cost  of  reasonably  accurate 
comparison  of  the  efficiency  and  costs 
of  health  care  providers  under  the 
Medicare  program. 

Offsetting  Benefits 

We  cannot  estimate  the  benefits  of 
implementing  the  proposed 
requirements.  Nonetheless,  we  believe 
there  is  a  significant  possibility  that 
hospitals  could  actually  save  money  if 
the  proposed  requirements  are  adopted. 

For  example: 

(1)  Hospitals  vtnll  be  able  to  use  the 
uniform  data  to  make  internal 
management  improvements. 
Improvements  of  over  1  percent  a  year 
in  efficiency  would  produce  savings 
several  times  greater  than  the  costs  of 
uniform  reporting. 

(2)  Overtime,  hospitals  should  face 
less  scrutiny  and  accompanying  burden 
from  the  actual  government  which  is 
caused  currently  by  the  inability  to 
obtain  comparably  reliable  data. 

(3)  Hospitals  will  report  cost  and 
health  planning  data  on  one  report, 
rather  than  two,  thus  reducinjg  reporting 
burden. 

(4)  Several  states  have  already 
implemented  uniform  reporting.  Over 
time,  most  States  are  expected  to  do  so. 
Some  of  these  systems  do  and  can  be 
expected  to  go  beyond  the  AHR  in  the 
level  of  detail,  therefore  cost  and 
burden.  Others  may  not  be  as  efficient 
or  as  effective.  AHR  will  provide  n  basic 
data  set  that  all  States  can  use  with  a 
minimum  amount  of  supplemental  data 
to  fulfill  a  variety  of  needs.  By 
preventing  the  development  of 
uncoordinated  and  duplicative  reporting 
systems  throughout  the  country,  AHR 
will  reduce  significantly  potential  costs 
to  States  and  hospitals. 


Glossary 

Accounting  System — ^The  principles, 
methods  and  procedures  related  to  the 
incurrence,  classification,  recording  and 
reporting  of  the  financial  transactions  of 
an  organization. 

Chart  of  Accounts — ^A  systematically 
arranged  list  of  accoimts  identifying  - 
accoimt  names  and  munbers. 

Functional  Reporting — Reporting 
revenue  and  expense  according  to  type 
of  activity  performed;  i.e..  Medical 
Surgical  Acute,  Radiology-Therapeutic. 

General  Accepted  Accounting 
Principles  (GAAP) — ^The  body  of 
doctrine  recognized  by  the  accounting 
profession  as  acceptable  accounting 
conventions  and  procedures. 

Natural  Classification  of  Expense — 
Cost  by  object  categories  such  as 
salaries  and  wages,  employee  benefits, 
supplies,  utilities,  etc. 

Non-revenue  Producing  Cost 
Centers — Overhead  units,  such  as 
dietary  and  patient  accounting,  that 
provide  necessary  support  services  but 
for  which  no  charge  is  made  to  the 
patient 

Materiality/Significance — ^The 
relative  importance  of  an  item  of  cost 
when  measured  against  a  standard. 

Costs  that  exceed  a  defined  standard 
(5%  of  cost  center  or  $5,000,  whichever  is 
greater)  must  be  broken  out  and 
reported  in  separate  cost  centers. 

Reclassification — The  realignment  of 
financial  data  for  specified  activities, 
recorded  in  the  hospital  books  and 
records  to  meet  the  reporting 
specifications. 

Responsibility  Reporting — ^Reporting 
revenue  and  expenses  according  to 
organizational  units  producing  the 
revenue  and  responsible  for  incurring 
the  expenses. 

Revenue  Producing  Cost  Centers — 
Hospital  activities  involving  direct 
services  to  patients  (such  as  daily 
hospital  services,  ancillary  services  and 
ambulatory  services)  and  thereby 
generating  revenue. 

Standard  Unit  of  Measure — A.  uniform 
statistic  for  measuring  and  comparing 
revenue,  expense  and  productive  output. 

Uniform  Reporting  System — A  system 
imder  which  all  parties  report  required 
data  in  the  same  way. 


17911 


Federal  Register  /  Vol.  45,  No.  55  /  Wednesday.  March  19, 1980  /  Proposed  Rules 


Cost  of  Implomontation  Alternatives 

(In  miHions  of  dollars] 


Total 

startup  cost 

Total 

annual  cost 

Total  first 
year  cost 

Percent  acute 
inpatient 
experiditures  (an 
hospital  costs) 

Description  of  alternatives 

$76 

$132 

$208 

0.293 

Uniform  accounting  (not  required  by  law). 

57 

45  ■ 

102 

1» 

87 

106 

0.149 

Only  requira  year  end  reclassification  of  costs  from 
hospital’s  responstrility  accounting  system  to 
functional  reporting 

0 

36 

36 

Alternative  C  (Morris,  Davis  A  Co.  study) . - . - 

19 

_  O' 

51 

8 

70 

8 

0.099 

Reclassification  and  allow  sampling  of  SUM’S  rather 
than  100%  data  collection  effort 

*  19 

43 

62 

0.087 

Reclassification,  sampling  of  SUM’S  and  limiting  re¬ 
quirements  tor  nrost  direct  costing. 

0 

4 

4 

19 

39 

56 

0.082 

Reclassification,  sampling  of  SUM’S,  iimited  direct 
costing  and  reducing  the  number  of  SUM’S  to  be 
reported. 

0 

2 

2 

19 

37 

56 

0.079 

Reclassification,  sampling  of  SUM’S,  limited  dvect 
costing,  limited  rep^ng  of  SUM’S  and  other  mis¬ 
cellaneous  changes. 

19 

37 

56 

Alternative  G . 

0-60 

0-60 

0-60 

■0.000-0.084 

Continue  only  current  medicare  reporting  require¬ 
ments  (does  not  meet  Pub.  L  95-142  minimum 
requiretTients). 

‘This  figure  could  range  up  to  $60  millior)  if  HCFA  did  not  implement  the  Annual  Hospital  Report  since  States  would  implement  uniform  reporting  on  their  own  initiative.  Several  States  have 
already  implemented  such  systems  while  others  have  irvUcated  interest.  Hospital  chains  doing  business  in  several  States  win  be  particularly  hard  hit  in  coping  with  multiple  reportmg  systems 
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Stratum 

,  Type  of 
State 

Hospitals  Hospitals 
in  universe  in  sample 

Mean  cost 
of  sample 
hospitals 

Estimated 
total  cost 

1 . 

.  UR 

371 

1 

$2,501 

$927,871 

0 

2,110 

9 

22,309 

47,071,990 

2 . 

.  UR 

326 

5 

3,257 

1,061,782 

0 

1,353 

4 

14,050 

19,009,650 

3 . 

.  UR 

305 

3 

15,063 

'  4,600,315 

O 

871 

6 

52,716 

45,915,636 

4 . 

.  UR 

235 

2 

7,817 

1,836,995 

O 

618 

5 

82,907 

51,236,526 

5 . 

.  UR 

148 

3 

5.633. 

863,284 

0 

511 

6 

69,978 

35,758,758 

6.646 

44 

— 

208,282,807  Standard  error =$43,900,000. 

UR = Uniform  reporting  State. 
OasOther. 
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